


- - «  Beneficial Bank is committed to growing shareholder value by
m BenefICIaIE employing people of integrity, helping our customers achieve their
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financial goals, and acting as a force for good in our neighborhoods.
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Beneficial Mutual Bancorp, Inc.

Financial Highlights (Dollars in Thousands)

At ar for the years ended December 31, Percent Change
2007 2006 2005 2007 vs. 2006 2006 vs. 20015
BALANCE SHEET DATA
Total assets $3,557,818 $2,300,219 $2,392,394 54.67% (3.85%]) I
Loans {net} 2,097,581 1,671,457 1,716,057 25.49% (2.60%) i
Securities 1,080,595 478,841 522,764 12567% {8.40%}
Deposits 2,465,163 1,678,054 1,665,821 46.91% 0.73%
Borrowed funds 407,122 294,896 408,211 38.06% (27.76%)
| Capital 619,797 280,415 278,372 121.03% 0.73%
|
INCOME STATEMENT DATA
Net interest income $ 84,120 $ 64,430 §65728 30.56% {(1.97%!}
Pravision for loan losses 2470 1,575 1,703 56.83% {7.52%)
Non-interest income 13,372 10,531 10,862 26.98% {3.05%)
Non-interest expense 101,032 59,439 56,961 69.98% 4.35%
Net income (loss) {1,545} 11,625 13,200 {113.29%) {11.93%])
1 SELECTED RATIOS
Return on average assets {0.05%} 0.49% 0.56% (110.20%) {12.50%)
Total capital to total assets 17.42% 12.19% 11.64% 42.90% 4.73%
Net interest margin 37% 287% 2.90% 10.45% (1.03%)
Non-performing assets
to total assets 0.59% 0.48% 0.35% 22.92% 37.14%
Net charge-offs to
average loans 0.08% 0.07% 0.10% 14.29% {30.00%)
TOTAL ASSETS TOTAL CAPITAL
$4,000,000 — $800,000
$3,000,000 |- $600,000
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0 0 o
2005 2006 2005 2006 2007




Welcome to a New Way of Thinking

Dear Fellow Customers, Shareholders, and Employees:
Welcome to the New Beneficial.

Our Year

Beneficial was founded 155 years ago upon a set of enduring
promises extended to its employees, customers, and
communities, Among these promises are: a trusting banking
relationship, valued financial stewardship, the prudent
extension of credit, the promotion of responsible finance,
and serving as a force for good in our communities. We
affirm these promises every day, and in 2007 extended

them to our new shareholders.

2007 was a transforming year for our Company. The Beneficial
team successfully finalized an initial public offering with

the accompanying acquisition of FMS Financial Corporation,
completed a reduction in its workforce, welcomed a new
management team, embarked on a strategic rebranding
campaign, and accelerated our transition into a performance-
based company focused on sound growth. All of this was
accomplished during the most challenging operating
environment in recent memory.

The narrative below and the supporting financial data
convey the story of a company completely transforming
itself against the backdrop of a difficult economy. In many
respects, we are a 155-year-old start-up.

The Market

At the time of our public offering in mid-2o007, the credit
markets had begun to experience serious disruptions. This
began with concerns about delinquency and default rates
on certain mortgage loans defined as “sub-prime.” Sub-
prime loans are mortgages advanced to borrowers who do
not qualify for market interest rates based on poor credit
history. Beneficial does not originate sub-prime loans.

Through the balance of 2007 and into 2008, the volatility
sparked by the mortgage crisis has been accompanied by




similar deterioration in other asset classes such as
conforming mortgages, student loans, credit cards, and
hedge funds. As a result, we have entered a period of
uncertainty acrass markets fueled by instability through-
out the commercial and investment banking sectors.
The market aftermath has included concerns about core
inflation, liquidity, personal and corporate debt levels,
housing prices, and mortgage loan availability. As of this
writing, the Federal Reserve has taken unprecedented
steps to bolster the financial markets in an effort to
restore confidence white avoiding a recession.

Qur Philosophy

This upheaval spells opportunity for Beneficial. Unlike
others, we are well capitalized and uniquely prepared for
the unsettling times. Our approach to our business and
custaomers is to stick to our time-proven set of core values:
integrity, responsibility, and trust. We will continue to
build shareholder value by doing mare with our existing
and new customers, while intensely focusing on our
level of customer service.

Additionally, the prudent measurement and manage-
ment of risk are hallmarks of Beneficial. We maintain

a financial perspective that is grounded in a reasoned
set of expectations about our prospects and the markets
we serve. This is reflected in our lending activities as

we adhere to objective and disciplined underwriting
criteria that serve the best interests of Beneficial and
our customers,

At the heart of our approach is a commitment to the
long-term success of our customers. This requires
continued investment in our employees’ knowledge
base, skill sets, and pride in Beneficial. We encourage
our employees to act like owners. We are fortunate to
have employees who consistently recommend Beneficial
to family and friends.

With $3.6 billion in assets and 72 banking offices in
Pennsylvania and South Jersey, the New Beneficial
remains focused solely on our local markets. Each of our
banking offices is within a one-hour drive of my office,
and the collateral that supports our growing busineiis
loan portfolic is located within a three-hour drive. We
have the resources and expertise to provide all of the
financial products and services offered by nationally
focused banks who maintain field offices in our marlket.
Without the distractions of geographic dispersion, oJr
customers never have to wait for a decision from an
unknown banker in North Carolina, New York, Canada,
or Scotland. We live here, work here, and make
decisions here,

Financial Highlights

in 2007, the Company embarked on a mission to solidify
its position as the largest and oldest banking company
headquartered in Philadelphia. We strengthened our
capital position by offering our depositors an opportunity
to purchase a minority interest in the Company in our
initial public offering. We immediately deployed a
significant portion of this capital to strengthen our
market position by acquiring FMS Financial Corporation
of Burtington, NJ, and merging its primary subsidiary,
Farmers & Mechanics Bank, with Beneficial Savings
Bank to create the New Beneficial,

These significant transactions resulted in a 55% asset
increase in 2007, to $3.6 bitlion. Deposits climbed by
47% to $2.5 billion as of December 31, 2007, and stock-
hotders’ equity rose by 121% to $620 million. In conjunciion
with the offering, we contributed $1¢ million to estab.ish
The Beneficial Foundation, a charitable foundation
committed to carrying forward Beneficial’s longstanding
tradition of community support.



The scale of the changes we experienced impacted our
2007 net income. For the year ended December 31,
2007, the Company reported a net loss of $1.5 million,
compared to a net income of $12.6 million for 2006, The
reduction in net income is primarily the result of the
non-recurring expenses incurred to establish our
Foundation, and special charges related to severance
payments resulting from our reduction in force, along
with one-time offering and merger-related expenses.
Our net interest margin expanded during 2007 to 3.17%
from 2.87% in 2006, and our non-interest income
increased by 27% to $13.4 miltion in 2007, from

$10.5 million in 2006.

A significant contributor to the increase in non-interest
income is the growth of our insurance and advisory
lines of business. In October 2007, our wholly owned
subsidiary, Beneficial Insurance Services, LLC, acquired
the assets and business relationships of the CLA Agency,
Inc. (“CLA”), a full-service property and casualty and
professionat liability insurance brokerage company
headquartered in Newtown Square, PA. We expect to
double our insurance sales revenue with CLA. We
anticipate that this acquisition, along with the addition
of a new management team at Beneficial Advisors, LLC,
our wealth management subsidiary, will significantly
enhance our ability to develop stronger and broader
relationships with our clients.

Virtus, Amicitia, Devotio

We will miss the contributions of four longstanding
Directors who collectively served Beneficial for more
than 100 years, We owe an enormous debt of gratitude
to Joe Barnes, Paul Henkels, Bill Henrich, and Jim
Maguire. | personally thank them for their critical
support in the creation of the New Beneficial.

Looking Ahead

An enormous amount of change has occurred at our
Company in 2007. Rest assured, all of us at Beneficial
are energized and committed to sound growth. We will
not get distracted, or confuse activity with results. In
fact, our employees are the Beneficial difference and
they continue to approach every challenge with optimism,
hard work, and creative thinking. { cannot thank them
enough for their efforts and dedication to our customers
and communities.

Judge Beneficial by its financial performance; we do that
as well. Beyond that we answer to the generations that
have built this Company, and the many generations to
follow, On their behalf, we will continue to think like
customers while acting like owners. This, along with

an unwavering commitment to our founding promises,
atlows us to look ahead with confidence.

Please invite others to learn more about the New
Beneficial by visiting one of our banking offices,
visiting us on the web at thebeneficial.com, or calling
1-888-742-5272.

Sincerely,

Gerard P. Cuddy
President and Chief Executive Officer
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Gerard Cuddy, President and Chief Executive Officer of Beneficial Mutual Bancorp, inc.,
rang the NASDAQ Global Select Market closing bell on July 23, 2007.

Welcome to New Endeavors

After 155 years, Beneficial is now a publicly traded company
on the NASDA{Q Global Select Market under the symbal
BNCL. In 2007, Beneficial Mutual Bancorp, Inc., acquired
FMS Financial Corporation (FMS), the parent company of
Farmers & Mechanics Bank. The merger solidified our pasition
as the largest Philadelphia-based bank.

Beneficial Insurance Services, LLC acquired CLA Agency,
Inc., a full-service, locally based property and casualty and
professional liability insurance broekerage company. Through
this acquisition, Beneficial Insurance Services has broadened Beneficial’s Advisary Services Management Team,
its existing products and services to include CLA's strength from left to right: Bob Bush, Jim Quinlan,

and expertise in medical malpractice. Joe Robinson, and Lori Ross

Beneficial Advisors, LLC, the wealth management subsidiary
of Beneficial Bank, shifted from a product-driven approach to
a focus on providing unbiased, customized solutions to clients
based upon key stages of life. By utilizing this method and
accessing some of the most distinguished money managers
available, we are poised to provide our clients with the
personal attention they need in the ever-changing world

of investing.

In 2007, Beneficial Bank expanded its product offerings to
enhance our full-service capabilities. By creating the right
mix of products and services to meet aur customers’ complex
financial needs, we are positionad to increase our customer
base and, in turn, grow shareholder value.

! \




A donation by The Beneficial Foundation
supparted the transitional housing program
and child care center at Drueding Center/
Project Rainbow in North Philadelphia.

Welcome to the New Beneficial

Our greatest assets are our employees, our customers,

and our name. In the fourth quarter of 2007, Beneficial

Bank invested in reinforcing our brand within the Greater
Philadelphia and South Jersey regions across various forms
of media, including radio, television, and digital billboards,
The advertising campaign incivded a rebranding of all
Beneficial locations, with an emphasis on new thinking, new
offices, and new products aimed at helping our customers
achieve their financial goals.

We plan to build upon this message and bring Beneficial to
mare households and customers in 2008. Qur goal is to continue
to strengthen our brand equity in the region while growing
commercial and retail deposits and loans, insurance and
wealth management portfolios.

Welcome to a Renewed Dedication

Beneficial Bank established The Beneficial Foundation to
continue to share its historic financial success with the
community it has always served. The focus of our charitable
trust is to fund community development programs that support
children and families in crisis, with special emphasis placed
on educational efforts, including special education, after-
school programs, and early childhood development.

Beneficial Bank remains committed to the community through
its support of local schools, youth programs, and other activities
and organizations in and around the Greater Philadelphia

and South Jersey regions. To reinforce Beneficial's focus on
community, our employees are encouraged to play an active
role in civic life throughout the neighborhoods in which we
serve. Qur volunteer support group arganized several fundraising
initiatives that benefited various non-profit organizations.
Between our Bank contributions and employee efforts, we
touched over 500 charitable organizations in 2007.




Welcome to New Products and Services

Beneficial continues to look for unique ways in which we can better serve
and grow with our customers. We pride ourselves on being an industry
leader by delivering innovative products and services.

| In 2007, Beneficial Bank developed solar energy loans for consumers and

5 husinesses to help ease concerns about increasing energy costs, declining
energy rasources, and global warming. Beneficial's solar energy loans offer
favorable rates and terms for the installation of solar panels on homes and
businesses. Customers taking advantage of this product will also benefit
from various financial incentives on both state and federal levels.

Beneficial also introduced a remote deposit capture service that saves our
business customers time and money. Digital Deposit allows businesses the
opportunity to scan in checks and send them to Beneficial electronically.
The check images are then processed and cleared, increasing business
productivity and efficiency.

Introduced in late 2007, our Cash Management program is designed to
meet the needs of businesses of all sizes. In addition to Digital Deposit,
our services include Online Business Banking, Investment Sweep
Accounts, Merchant Services, Escrow, and Lockbox.




Beneficial's Management Team, from left to right: Cheryl Giles, Training; Bob Bush, Advisory Services; Joe Raithmeier (standing),
Information Systems; Cacile Colonna, Human Resources; Jaanne Ryder, Marketing; Gerard Cuddy, Chiaf Executive Officer; Drew
Miller {standingl, Chief Lending Officer; Joe Conners, Chief Finangial Officer; and Denise Kassekert, Community Banking

Welcome to New Growth

Our branch network nearly doubled to incorporate 31 newly acquired branches in
South Jersey in late July, Additionally, we opened three new offices in Sicklerville,
NJ, and Lansdale and Flourtown, PA. This enables us to develop and strengthen
new and existing business and consumer relationships.

The year 2007 marked the beginning of a transformation for our Community Banking
Division, as we shifted to a customer-centric model. The New Beneficial was built
around the needs of our customers by expanding our offerings to include cash
management programs, web-based solutions, and insurance and wealth management
services. To support this focus, we have formed an experienced team of new key
hires and legacy employees. Additionally, we have enhanced our training and
development programs to broaden the capabilities of our team, with an emphasis

on the highest level of customer satisfaction.

Welcome to Local Decisions

Unlike many financial institutions, Beneficial Bank prides itself on servicing all of the
loans we generate. From the erigination of a loan to its ultimate payoff, customers
have the benefit of working solely with the same lending officer.

Throughout the volatile market of 2007, Beneficial adhered to its core lending
philosophy that is rooted in understanding the unique situations and capabilities of
our customers. It is through this strategy and a disciplined underwriting approach
that we can strengthen our lending refationships. In 2007, our Commercial Lending
efforts grew to igciude larger deals and loan participations. We set a record with

/ over $327 million in new business loans in 2007, and our portfolio of outstanding -
business loans increased by more than 63% from December 31, 2006, to $830 million.

Additionaily, because of our strong asset quality and liquidity position at the end of
2007, Beneficial stands ready in 2008 to assist even more individuals and businesses
with financing, whether to buy or renovate a home, or help a company grow.
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& Chief Lending Officer

ROBERT ). BUSH
Executive Vice President
Advisory Services

DENISE KASSEKERT
Senior Vice President
Community Banking

Executive Officers and Board of Directors
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THOMAS F. HAYES
President, Retired
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JOSEPH ]. McLAUGHLIN
President & CEQ, Retired
Beneficial Bank
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EDWARD G. BOEHNE
President, Retired
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Corporate Information

Headquarters

Beneficial Mutual Bancorp. Inc.
510 Walnut Street

Philadelphia, PA 19106
215-864-6000

thebeneficial.com

Beneficial Advisors, LLC

325 Chestnut Street, Suite 1200
Philadelphia, PA 19106
215-864-3598

Beneficial Insurance Services, LLC
325 Chestnut Street, Suite 1200
Philadelphia, PA 19106
215-925-7656

Annual Shareholders’ Meeting

Beneficial Mutual Bancorp, Inc.’s Annual
Sharehgolders’ Meeting will be held on May 22, 2008,
at 9:00 a.m. at The Down Town Club, Public Ledger
Buitding, 150 South Independence Hall West,
Philadelphia, PA 19106.

Contacts

Shareholders seeking assistance should contact
Sue Hatcher, Director of Investor Relations,

at 215-864-6129.

For assistance with stock records, please contact
Registrar and Transfer Company at 1-800-368-5948.

Analysts, portfolio managers, and others seeking
financial information about Beneficial Mutual
Bancorp, Inc. should contact Joe Conners,
Executive Vice President and Chief Financial Officer,
at 215-864-6009.

Transfer Agent and Registrar
Registrar and Transfer Company

10 Commerce Drive

Cranford, NJ 07016

1-800-368-5948
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Annual Report and Form 10-K
Beneficia! Mutual Bancorp, Inc.'s Annual Report
and SEC Form 10-K are available on the “Investor
Relations” tab of our website, thebeneficial.com,
or by writing to:

Beneficial Mutual Bancorp, Inc.

Sue Hatcher, Diractor of Investor Relations
510 Walnut Street

Philadelphia, PA 19106

Stock Symbol

Shares of Beneficial Mutual Bancorp, Inc.'s
common stock are traded on the NASDAQ Global
Select Market under the symbol BNCL.

thebeneficial.com

To learn more about Beneficial Bank, its products,
services, locations, and other banking information,
please visit our website at thebeneficial.com.

Investors interested in Beneficial Mutual
Bancorp, Inc. should click on the “Investor
Relations” tab for stock quotes, press releases,
and corporate information, including corporate
governance, SEC filings, and more.




The New Beneficial Bank is bigger and stronger than ever before.

More than 7o offices in Pennsylvania and South lersey make it even

nvenient for our customers to do their day-to-day banking.
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SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA

At and for the Year Ended December 31,

{Dollars in thousands, except per share amounts) 2007 (1) 2006 2005 2004 2003
Financial Condition Data:

TOtA] @SSELS ..ovtveemerirrerrersrernissasisrssssbems e e sesrnnes § 3,557,818 % 2,300,219 § 2,392,394 § 2,332,730 § 2,255,277
Cash and cash equivalents (IZ) 58,327 21,074 32,927 32,352 25,109
Investment securities avaitable-for-sale (2) ....coovcvvevne. 968,609 348,484 359,444 434,742 379,713
Investment securities held-to-maturity .........cccoeervcneene 111,986 130,357 163,320 205,584 264,812
Loans receivable, N8t ... rers e 2,097,581 1,671,457 1,716,057 1,558,159 1,481,223
DIEPOSILS (2) vevirrrinerririiinnesistiene e seesseesse s s sesasases 2,465,163 1,678,054 1,665,821 1,608,585 1,546,412
Federal Home Loan Bank...........cccoooecvviiivmeiiceennans 185,750 196,550 312,797 395,104 371,484
Other borrowed funds ..o 221,372 98,346 95,414 14,232 20,000
Stockholders’ eqUItY ....ceeviveeeeie e ee e 619,797 280,415 278,372 270,116 258,414
Operating Data:

INEETESt IMCOME 1uovveviereriee it et $ 157894 § 127326 § 117,091 § 108080 § 113,629
INLETESE BXPEISE 1.oveoveereecrec e e eneerennes 73,774 62,896 51363 41,943 46,488
Net INTErest INCOME ...vveeviireireeree e e e rs b senenens 84,120 64,430 65,728 66,137 67,141
Provision for loan losses 2,470 1,575 l,.7'03 2,400 2,775
Net interest income after provision for loan losses....... 81,650 62,855 64,025 63,737 64,366
INON-IETESt INCOME ..oviveeeeceecrcr s isieae e erssesean s 13,372 10,531 10,862 3,168 7.073
INOR-INEIESt EXPEISES..vovvirrerrmeeriereesreesesseesssssessnesreennns 101,032 59,439 56,961 50,577 49,657
(Loss) income before income taxes ...........ccoovceenninnnnn. (6,010} 13,947 17,928 16,328 21,782
Income tax (benefit) eXpense...........cvvvivvcrreernsrsrnnns (4,465) 2,322 4,728 4,704 6,322
Net (loss) income.. EUTRTRIE. | (1,545 § 11625 § 13,200 % 11,624 § 15,460
Average common shares outstandmg ‘Bastc and

DILULEd..........cooecevereeeseaesiisneceess et rensnes 61,374,792 45,792,775 45,792,775  45,792,775% N/A®
Net (loss) carnings per share — Basic and Diluted ........ $(0.03) $0.25 $0.29. $0.25 N/A
Dividends per Share (4)....ococeeviiecriiiinircsvrecasisieseas $0.01 $0.00 $0.00 $0.00 N/A

(1} 2007 financial results reflect the acquisition of FMS Financial Corporation and the Company’s minority stock offering.
(2) See Note 2, “Summary of Significant Accounting Policies,” of the Notes to the Consolidated Financial Statements for

explanation of correction of error on the balance sheet.

{3) Beneficial Savings Bank MHC was organized as Beneficial Mutual Bancorp’s federally- chartercd mutual holding company

in August 2004,

(4) Reflects dividends paid to Beneficial Savings Bank MHC, in April 2007, prior to Beneficial Mutual Bancorp’s minority
stock offering in July 2007. See Note 3, “Minority Stock Offering and Mergers and Acquisitions,” of the Notes to the

Consolidated Financial Statements for further discussion.
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At and for the Year Ended December 31,
(Dollars in thousands, except per share amounts) 2007 2006 2005 . 2004 2003

! Performance Ratios:

Retumn On 2VeTage @SSe15.......ooriureerencsnnereinnensen (0.05)% 0.49% 0.56% 0.51% 0.69%
‘ Return on average eqUity oo vrerermemrormasiareorsiniens (0.35) 4,04 4.83 4.44 6.24
Interest rate spread (1) ..o, 2.59 245 2.57 2.73 2.8]
Net interest margin (2)......coccevreevicmeerinnccmreecenn 3.7 2.87 2.90 ‘ 3.03 3.15
Other cxpenses to AVETAge a85ELS..ouieicninciions 348 2.51 2.40 222 2.23
Efficiency ratio (3)...ccoevninmrcrnnnemnesmesnennens 102.68 79.29 74.37 72.98 66.91
Average interest-earning assets to
average interest-bearing liabilities ...........ooeee.e. 120.96 114.86 114.80 115.75 115.43
Average equity to average assetS..........ccccevecrnennenn 15.06 12.20 11.52 11.4% 11.12
Capital Ratios (4):
Tier 1 capital to average assets ...coovevicrvervcerenns . 12.20 11.73 11.37 11.40 11,26
Tier 1 capital to risk-weighted assets..........c......... 19.80 17.66 16.83 17.95 - 17.77
Total risk-based capital to risk-weighted assets.... 20.92~ 18.78 17.91 19.18 18.99

Asset Quality Ratios:

Allowance for loan losses as a percent of

tOtal 10ANS ....ooveeiiei et e 1.10 1.03 0.99 1.09 1.13
Allowance for loan losses as a percent of .

nonperforming Loans.......c.uovererreneresrsensreees 143.10 213.09 331.32 278.17 25290
Net charge-offs to average outstanding )

loans during the period ........cooevvivrvecrnevvsniens 0.08 0.07 0.10 0.14 0.18
Nonperforming loans as a percent

of total loans .......cccvrmiririnr e 0.77 0.48 0.30 0.39 045
Nonperforming assets as a‘percent '

OF t0tal ASSELS ....vveivireeriirne e et 0.59 0.48 0.35 0.39 0.44
Other Data:
Number of offices (5} vervreiriccriimeeiincncnn e 72 39 38 35 33
Number of deposit 2ccounts ........cvecerecrcniiecenens 284,742 163,140 163,740 164,827 169,915
Number of 10805 ..v.vovviiervvirsninerresrsssrsinrererreariesns 62,017 61,478 67,242 70,430 73,327

(1) Represents the difference between the weighted average yield on average interest-earning assets and the weighted
average cost on average interest-bearing liabilities.

(2) Represents net interest income as a percent of average interest-earning assets.

(3) Represents other non-interest expenses divided by the sum of net interest income and non-interest incotne.

(4) Ratios are for Beneficial Bank.

(5) Two additional offices were opened in fiscal 2007 and 31 additional offices were acquired in the FMS Financial Corporation
merger.




MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL
CONDITION

Overview

Qur principal business is to acquire deposits from individuals and businesses in the communities surrounding our
offices and to use these deposits to fund loans. We also seck to broaden relationships with our customers by
offering insurance and investment advisory services. We focus on providing our products and services to two
segments of customers: individuals and small businesses. ~

The history of Beneficial Bank (the “Bank™) dates back to 1853. OQver the years, we have expanded primarily
through internal growth, reaching $3.6 billion in assets at December 31, 2007, In 2004, the Bank reorganized into
the mutual holding company structure, forming Beneficial Mutual Bancorp, Inc. (the “Company™) as its holding
company and Beneficial Savings Bank MHC (the “MHC") as the sole stockholder of the Company. In 2005, we
completed the acquisition of Northwood Savings Bank, located in the Fishtown area of. Philadelphia and acquired
the insurance firm Paul Hertel & Co., Inc. through our subsidiary Beneficial Insurance Services, LLC, to provide
property, casuaity, life, health and benefits insurance to individual and business customers with a focus on
stirengthening our fee income and overall eamings. On July 13, 2007, the Company completed its minority stock
offering, raising approximately $236.1 million, and acquired FMS Financial Corporation, the parent company of
Farmers & Mechanics Bank (together, “FMS Financial”). FMS Financial, which had total assets of over $1.2 billion
and a lower loan to deposit ratio than the Company, has provided us with an additional source of funds for our rising
loan activity. On October 5, 2007, Beneficial Insurance Services, LLC acquired the business of CLA Agency, Inc.
(“CLA™), a full-service property and casualty and professional liability insurance brokerage company headquartered
in Newtown Square, Pennsylvania,

The Company was established to serve the financing needs of the public and has expanded its services over time to
offer personal and business checking accounts, home equity loans and lines of credit, commercial real estate loans
and other types of commercial and consumer loans. We also provide insurance services through our wholly owned
subsidiary, Beneficial Insurance Services, LLC, and investment and non-deposit services through Beneficial
Advisors, LLC. Our retail market area primarily includes all of the area surrounding our 72 banking offices located
in Bucks, Chester, Detaware, Montgomery and Philadelphia Counties in Pennsylvania and Burlington and Camden
Counties in New Jersey, while our lending market also includes Gloucester, and Mercer Counties in New Jersey. In
Pennsylvania, we serve our customers through our four offices in Bucks County,.seven offices in Delaware County,
eight offices in Montgomery County, 19 offices in Philadelphia County, and one office in Chester County,
Pennsylvania. In New Jersey, we serve our customers through our 30 offices in Burlington County and three offices
in Camden County. In addition, Beneficial Insurance Services, LLC operates two offices in Pennsylvania, one in
Philadelphia County and one in Delaware County.

In addition to expanding relationships with current customers, we plan to increase the number of households and
customers we serve by continuing to expand our branch network. While our major focus will be organic growth, we
will continue to evaluate acquisition opportunities, although we currently have no definitive plans regarding
acquisition opportunities.

We have focused on attaining and maintaining a sound financial position and recognize that maintaining a strong
financial position is a major consideration in strategic planning. We are aware that our vision must be pursued in
conjunction with key financial objectives to ensure overall sound financial performance. At the time of our public
offering in mid 2007, the credit markets began to experience serious disruptions, This began with concerns about
delinquency and default rates on certain mortgage loans defined as “sub-prime.” Sub-prime loans are defined as
mortgages advanced to borrowers who do not qualify for market interest rates because of problems with their credit
history, ' '

The Bank does not engage in sub-prime lending, which is defined as mortgage loans advanced to borrowers who do
not qualify for market interest rates because of problems with their credit history. The Bank focuses its lending
efforts within its market area.

Through the balance of 2007 and into 2008, the volatility sparked by the sub-prime mortgage crisis has been
accompanied by similar deterioration in other asset classes such as non-sub-prime mortgages, student loans, credit
cards and hedge funds. As a result, we have entered a peried of uncertainty across markets fueled by instability
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throughout the commercial and investment banking sectors. The market aftermath has included concerns about core
inflation, liquidity, personal and corporate debt levels and repayment risk, housing prices and mortgage loan
availability. In response to these concerns, the Federal Reserve has taken unprecedented steps to bolster the
financial markets in an effort to restore confidence while avoiding a recession.

The disruptions in certain credit markets, while challenging for the entire industry, has led to significant easing in
the Federal Reserve’s monetary policy, resulting in lower short-term interest rates, more rational competitive deposit
pricing and a more normalized term structure of interest rates, which provide the Company with opportunities to
grow its deposit base at & lower cost, as consumers seek the safety of insured deposits. In addition, these disruptions
have led to a thinning in the ranks of non-bank lenders, pointing consumers to satisfy their borrowing needs by
accessing the services offered by traditional community banks. As the largest bank headquartered in the
Philadelphia, with a strong capital base, the Company is uniquely positioned to capitalize on these disruptions.

Income. Our primary source of pre-tax income is net interest income. Net interest income is the difference between
interest income, which is the income that we eam on our loans and investments, and interest expense, which is the
interest that we pay on our deposits and borrowings. Changes in levels of interest rates affect our net interest
income. During the second half of 2007, the spread between short-term interest rates (which influence the rates we
pay on deposits) and longer-term interest rates (which influence the rates we earn on loans) has widened. The
widening of the spread between the interest we earn on loans and investments and the interest we pay on deposits
has atlowed us to maintain a stable net interest margin.

A secondary source of income is non-interest income, which is revenue that we receive from providing products and
services. Traditionally, the majority of our non-interest income has generally come from service charges (mostly
from service charges on deposit accounts). In some years, we recognize income from the sale of loans and
securities. We have recently sought to increase non-interest income by expanding the insurance and investment
products we can offer our customers. In 2005, Beneficial Insurance Services, LLC, a subsidiary of the Bank,
acquired the assets of Paul Hertel & Co., Inc., an insurance agency and brokerage that has-provided insurance
services since 1908. In addition, on October 5, 2007, Beneficial Insurance Services, LLC acquired the business of
CLA Agency, Inc., a full-service property and casualty and professional liability insurance brokerage company
headquartered in Newtown Square, Pennsylvania.

Allowance for Loan Losses. The allowance for loan losses is a valuation allowance for probable losses inherent in
the loan portfolio. We evaluate the need to establish allowances against losses on loans on a quarterly basis. When
additional allowances are necessary, a provision for loan losses is charged to eamings.

Expenses. The non-interest expenses we incur in operating our business consist of salaries and employee benefits
expenses, occupancy expenses, depreciation, amortization and maintenance expenses and other miscellaneous
expenses, such as advertising, insurance, professional services and printing and supplies expenses.

Qur largest non-interest expense is salaries and employee benefits, which consist primarily of salaries and wages
paid to our employees, payroll taxes, and expenses for health insurance, retirement plans and other employee
benefits. Our salaries and employee benefits expense has increased in recent periods as a result of the acquisition of
FMS Financial, the addition of staff for our new branch offices, and the recruitment of new employees hired to help
the Company achieve its growth objectives. In addition, we recognized additional salary and employee benefit
expense resulting from severance payments made to former FMS Financial employces whose positions were made
redundant in the acquisition, and to former employees of the Company affected by the first reduction in force in our
history. In 2008, we expect to recognize additional annual employee compensation expenses stemming from the
adoption of new equity benefit plans.

QOccupancy expenses, which are the fixed and variable costs of buildings and equipment, consist primarily of
furniture and equipment expenses, maintenance, real estate taxes and costs of utilities. Our occupancy expenses
have increased in-recent periods because of the expansion of our branch network resulting from the acquisition of
FMS Financial and the new branch offices we have opened in our market area.

In conjunction with the offering, we contributed $10.0 million to establish The Beneficial Foundation, a charitable
foundation committed to carrying forward the Company’s long standing tradition of community support. This
contribution increased non-interest expense in 2007.




Effective at the beginning of 2007, the Federal Deposit Insurance Corporation (“FDIC”) began assessing most
insured depository institutions premiums for deposit insurance at a rate between five cents and seven cents for every
one hundred dollars of deposits. Assessment credits have been provided to institutions that paid high premiums in
the past. The Bank received an assessment credit of approximately $1.72 million, which was supplemented with an
additional credit of approximately $0.4 million as a result of the acquisition of FMS Financial. Our assessment in
2007 equaled five cents for every one hundred dollars of deposits, resulting in a premium of approximately $0.8
million, which was entirely offset by our assessment credit. The FDIC has announced that it will keep its premium
rates the same in 2008, and we expect that our 2008 premium will be largely offset by our assessment credit.

As a result of our initial public offering, we will continue to incur additional non-interest expenses as a result of
operating as a public company. These additional expenses will consist primarity of tegal and accounting fees,
expenses of shareholder communications and meetings and expenses related to the addition of personnel,

The Management Discussion and Analysis has been revised as a result of correcting certain presentation errors, see
Note 2, “Summary of Significant Accounting Policies,” of the Notes to the Consolidated Financial Statements for
further discussion. :

Critical Accounting Policies

In the preparation of our Consolidated Financial Statements, we. have adopted various accounting policies that
govern the application of accounting principles generally accepted in the United States. Our significant accounting
policies are described in Note 2 to the Consolidated Financial Statements included in this Annual Report.

Certain accounting policies involve significant judgments and assumptions by us that have a material impact on the
carrying value of certain assets and liabilities,. We consider these accounting policies to be critical accounting
policies. The judgments and assumptions we use are based on historical experience and other factors, which we
believe to be reasonable under the circumstances. Actual results could differ from these judgments and estimates
under different conditions, resulting in a change that could have a material impact on the carrying values of our
assets and liabitities and our results of operations.

Allowance for Loan Losses. We consider the allowance for loan losses to be a critical accounting policy. The
allowance for loan losses is the amount estimated by management as necessary to cover losses inherent in the loan
portfolio at the balance sheet date. The allowance is established through the provision for loan losses, which is
charged to income. Determining the amount of the allowance for loan losses necessarily involves a high degree of
judgment. Among the material estimates required to establish the allowance are: overall economic conditions;
value of collateral; strength of guarantors; loss exposure at default; the amount and timing of future cash flows on
impacted loans; and determination of loss factors to be applied to the various elements of the portfolio. All of these
estimates are susceptible to significant change. Management reviews the level of the allowance at least quarterly
and establishes the provision for loan losses based upon an evaluation of the portfolio, past loss experience, current
economic conditions and other factors related to the collectibility of the loan portfolio. Although we believe that we
use the best information available to establish the allowance for loan losses, future adjustments to the allowance may
be necessary if economic conditions differ substantially from the assumptions used in making the evaluation. In
addition, the FDIC and the Pennsylvania Department of Banking (“the Department™), as an integral part of their
examination process, periodically review our allowance for loan losses. Such agencies may require us to recognize
adjustments to the allowance based on judgments about information available to them at the time of their
examination. A large loss could deplete the allowance and require increased provisions to replenish the allowance,
which would adversely affect earnings. See Note 7 to the Consolidated Financial Statements included in this
Annual Report.

Goodwill and Intangible Assets. Net assets of companies acquired in purchase transactions are recorded at fair
value at the date of acquisition and, as such, the historical cost basis of individual assets and liabilities are adjusted
to reflect their fair value. Identified intangibles are amortized on an accelerated or straight-line basis over the period
benefited. Goodwill is not amortized but is reviewed for potential impairment on an annual basis, or if events or
circumstances indicate a potential impairment, at the reporting unit level. The impairment test is performed in two
phases. The first step of the goodwill impairment test compares the fair value of the reporting unit with its carrying
amount, including goodwill. If the fair value of the reporting unit exceeds its carrying amount, goodwill of the
reporting unit is considered not impaired; however, if the carrying amount of the reporting unit exceeds its fair
value, an additional procedure must be performed. That additional procedure compares the implied fair value of the
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reporting unit’s goodwill (as defined in Statement of Financial Accounting Standards (“SFAS™) No. 142, “Goodwill
and Other Intangible Assets” (“SFAS No. 142”)) with the carrying amount of that goodwill. An impairment loss is
recorded to the extent that the carrying amount of goodwill exceeds its implied fair value. In 2007 and 206, our
step one impairment analysis indicated goodwill was not impaired.

Other intangible assets subject to amortization are evaluated for impairment in accordance with SFAS No. 144
“Accounting for the Impairment or Disposal of Long-Lived Assets™ (“SFAS/No, 1447}, An impairment loss will be
recognized if the carrying amount of the intangible asset is not recoverable and exceeds fair value. The carrying
amount of the intangible is considered not recoverable if it exceeds the sum of the undiscounted cash flows expected
to result from the use of the asset. At December 31, 2007, intangible assets included customer relationships and
other related intangibles that are amortized on a straight-line basis using estimated lives of nine to 13 years for
customer relationships and two to four years for other intangibies.

Income Taxes. The Company estimates income tax expense based on amounts expected to be owed to the various
tax jurisdictions in which the Company conducts business. On a quarterly -basis, management assesses the
reasonableness of its effective tax rate based upon its current estimate of the amount and components of net income,
tax credits and the applicable statutory tax rates expected for the full year, The estimated income tax expense is
recorded in the Consolidated Statement of Operations. As of January 1, 2007, the Company adopted FASB
Interpretation No. (“FIN™) 48, “Accounting for Uncertainty of Income Taxes” (“FIN 48”) as described in greater
detail in Note 2 and Note 15 of the Notes to the Conselidated Financial Statements.

We use the asset and liability method of accounting for income taxes as prescribed in SFAS No. 109, “Accounting
for Income Taxes” (“SFAS No. 109™). Under this method, deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their Tespective tax bases. If current available information raises doubt as to the realization
of the deferred tax assets, a valuation allowance is established. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. We exercise significant judgment in evaluating the amount and timing of recognition of
the resulting tax liabilities and assets. These judgments require us to make projections of future taxable income. The
judgments and estimates we make in determining our deferred tax assets, which are inherently subjective, are
reviewed on a continual basis as regulatory and business factors change. Any reduction in estimated future taxable
income may require us to record a valuation allowance against our deferred tax assets. A valuation allowance would
result in additional income tax expense in the period, which would negatively affect earnings.

Business Strategy .

Our business strategy is to operate and grow a profitable community-oriented financial institution. We plan to
achieve this by executing our strategy of:

. Expanding our franchise through the opening of additional branch offices in our primary market
area and careful review of acquisition opportunities;

. Pursuing opportunities to increase commercial lending in our primary market area;

. Continuing to use consistent, disciplined underwriting practices to maintain the high quahty of our
loan portfollo

. Growing non-intergst income by expanding the products and services we offer our customers,
including the expansion of our insurance services and investment services; and

. Building profitable business and consumer relationships by providing superior customer service
with an emphasis on growing transaction deposit accounts and deposit balances.




Expanding our franchise through the opening of additional branch offices in our primary market area and
careful review of acquisition opportunities

The Bank has sought to expand its franchise in recent years through acquisition opportunities and by opening new
branch offices and continues to evaluate opportunities for forther expansion. In November 2005, we acquired
Northwood Savings Bank, an $8.8 million Pennsylvania-chartered mutual savings bank with one branch office
located in Philadelphia, Pennsylvania. This acquisition enabled the Bank to acquire nearly $8.0 million in deposits.
The Bank has actively sought to expand its franchise through the opening of new branch offices. In 2003, we
opened three new branch offices in Northeast Philadelphia. In 2006, we opened one new branch in Bucks County,
Pennsylvania and relocated two branches, one to Philadelphia, Pennsylvania and another to Delaware County,
Pennsylvania. Our branch expansion has been within.our existing market area as we have sought to penetrate more
of our primary market area. We opened a new branch office in Camden County, New Jersey in January 2007 and
another in Montgomery County; Permsylvama in March 2007. In January 2008, we opened a new branch office in
Montgomery County, Pennsylvama

On July 13, 2007,' the Company.completed its merger with FMS Financial. In connection with the merger, FMS
Financial’s wholly owned subsidiary, Farmers & Mechanics Bank, which had a network of 31 branch offices located
primarily in Burlington County, New Jersey and parts of Camden County, New Jersey, merged with and into the
Bank. The merger solidified the Bank’s position as the largest Philadelphia-based- bank operating solely in the
greater metropolitan area, with more than $3.5 billion in assets and a greatly expanded network of neighborhood
banking offices throughout the region. The combined bank now offers a full array of financial products
encompassing retail and commercial banking, real estate, consumer and commercial lending, insurance and
brokerage operations through 72 banking offices and two insurance offices.

Pursuing opportunities to increase commercial lending in our primary market area

We have a diversified loan portfolio which includes commercial real estate and commercial business loans. At
December 31, 2007, we had $693.7 million and $136.3 million of commercial real estate and commercial business
loans representing 32.80% and 6.45% of total loans, respectively. Commercial loans provide diversification to our
loan portfolio and, because our contmercial loans are based upon rate indices that are higher than those used for one-
to-four family loans, improve the interest sensitivity of our assets, With the additional capital raised in the offering,
we intend to continue to pursue the larger-lending relationships associated with commercial fending. In 2007, we
added to our experienced staff of commercial lenders and increased our efforts to seek participation opportunities
with other local lenders. Participation opportunities are subject to our full internal underwriting practices.

Continuing to use consistent, disciplined underwriting practices to maintain the high quality of our loan portfolio

We believe that maintaining high asset quality is a key to long-term financial success. We have sought to grow and
diversify our loan portfolio within our local market area while keeping nonperforming assets to a minimum. We
consistently apply underwriting standards that we believe are prudent and disciplined and we diligently monitor
collection efforts. At December 31, 2007, our nonperforming loans were .77% of our total loan portfolio. The
increase in nonperforming loans during the year ended December 31, 2007 includes two loans to affiliates of a
Philadelphia-based builder and development company that filed for Chapter 11 bankruptcy in June 2007. We
maintain our philosophy of managing large loan exposures through our consistent, disciplined approach to lending,
and our proactive approach to managing existing credits, Approximately 19%, or $159.5 million, of our commercial
loan portfolio consists of loans to commercial and residential real estate developers. Most of the loans to residential
real estate developers are structured in a way that strictly limits the construction of model and speculative homes.
Loan proceeds are generally drawn against executed agreements of sale.

The Bank does not originate sub-prime loans. Sub-prime loans are defined as mortgages advanced to borrowers
who do not qualify for market interest rates because of problems with their credit history. At origination, with few
exceptions, the combined loan to value ratios in our home equity loan portfolio does not exceed 80%.

Growing non-interest income by expandmg the products and services we offer our customers, including the
expansion of our insurance services

We are seeking to expand the non-traditional financial products that we offer to serve the insurance and investment
needs of our customers. In 2005, Beneficial Insurance Services, LLC, a wholly owned subsidiary of the Bank,
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acquired the assets of Philadelphia-based Paul Hertel & Co., Inc., an insurance brokerage firm that provides
property, casualty, life, health and benefits insurance services to individuals and business customers, Additionally,
on October 5, 2007, Beneficial Insurance Services, LLC acquired the business of CLA Agency, Inc., a full-service
property and casualty and professional liability insurance brokerage company headquartered in Newtown Square,
Pennsylvania. We intend to continue to seek opportunities to expand the products and services we make available to
our customers,

Building profitable business and consumer relationships by providing superwr customer service with an
emphasis on growing transaction deposit accounts and deposit balances

We are a full-service financial services company offering our customers a broad range of loan and deposit products.
On the lending side, we continue to seek to increase the commercial real estate and commercial business loans we
originate and hope to serve a greater percentage of the small businesses in our market area. Following our merger
with FMS Financial, we have aggressively sought lending relationships with the former customers of FMS Financial
and have sought to capitalize on the reputation of Farmers & Mechanics Bank in the market area it served,
particularly with small businesses throughout those counties. On the deposit side, we offer a broad array of services,
including internet banking, which enables our customers to pay bills on-line, among other conveniences. We also
offer a full array of cash management services, including remote deposit, an electronic device that is essentially a
virtual branch office, to our commercial customers, which enables businesses to make deposits and conduct other
banking business with us at their place of business.

We believe a solid banking relationship is best expressed in the form of the primary transaction account. For
consumers, this is the household checking account from which they pay their bills. For businesses, it is one or more
operating accounts and related cash management services. The primary transaction account provides us with a low-
cost source of funds and enables us to build relationships with our customers. We intend to focus our resources on
growing profitable business and consumer relationships by emphasizing the primary transaction account. This is
becoming increasingly difficult as more of our competitors realize the inherent value of the primary consumer and
business transaction account in solidifying banking relationships and growing the products and services that can be
provided to a customer. The primary transaction account becomes linked to antomated payment links in the form of
direct debits and direct deposits and, coupled with superior customer service, tend to create a relationship between
the bank and the customer. We believe that many opportunities remain to deliver what our customers want in the
form of exceptional service and convenience and intend to continue to promote our transaction accounts, particularly
when we originate loans for our customers.

Balance Sheet Analysis

Loans. At December 31, 2007, total loans, net, were $2.1 billion, or 58.95% of total assets. In 2007, our total loan
portfolio increased $434.7 million, or 25.87%, while our commercial real estate loan portfolio increased $284.0
million, or 69.33%, primarily due to the acquisition of $134.9 million in commercial real estate loans in connection
with our acquisition of FMS Financial, the addition of experienced commercial lenders and increased marketing
efforts focused towards commercial real estate and commercial business loan origination. In 2006, our total loan
portfolio decreased $42.5 million, or 2.47%, while commercial real estate loans and commercial business loans
increased by 10.70% and 47.58%, respectively, resulting from an increase in commercial lending staff as well as
continued marketing efforts. Primarily due to our acquisition of FMS Financial, one-to-four famnily loans increased
10 22.69% of our loan portfolio at December 31, 2007 compared to 16.61% at December 31, 2006, respectively.
Our home equity loan portfolio decreased slightly to 18.48% of our loan portfoho at December 31, 2007 compared
to 22.88% at December 2006, respectively.




The foliowing table shows the loan portfolio at the dates indicated:

2007 2006 2005 2604 2003
December 31, (Doliars in thousands)  Amount  Percent  Amount  Percent  Amount Percent Amount Percent Amount Percent
Real estate loans: -
One-to-four family.......cccconenncenns $479,817 22.69% 3$278,970 16.61% $294,960 17.12% $273,011 17.75% $292,708 19.66%
Commercial real estate (1).............. 693,733 32.80 409,702 2438 370,086 2i.48 281,038 17.95 208,090  13.98
Residential CONStruction.......ee.vvveene. 1,958 0.09 9,967  0.59 16,529 096 10,404 0.67 7,102 0.48
Total real estate loans ..........o..... 1,175,508  55.58 698,639 41.58 681,575 39.56 569,453 36.37 507,900  34.11
Commercial business loans ................ 136,345 6.45 98,612 5387 66,818  3.88 48,808 312 31,429 2.11
Consumer loans:
Home equity loans and lines
of credit. ..o, 390,762 18.48 3184370 22.88 394,432 2290 347,727 2220 263,079 17.67
Automobile loans..........ccccoveeeeeeen... 174,769 8.26 232675 13.85 271,209 15.74 265,048 16.93 269,533 18.10
Other consumer loans (2)................. 237,442 11.23 265,878 1582 308,605 17.92 334,834  21.38 417,066  28.01
Total consumer loans................. 802,973 3797 882,923 52.55 074,246 56.56 947,609  60.51 949,678  63.78
Total 10ans ......ccvveeereecrccnencennans 2,114,826 100.00% 1,680,174 100,00% 1,722,639 100.00% 1,565,960 100.00% 1,489,007 100.00%
Net deferred loan €osts ....coeccveencinnns 6,096 8,651 10,514 9,340 9,160
Allowance for losses........cooceoceeinnen. (23,341) (17,368) (17,096) (17,141) (16,944)
Loans, net..........cooeevecervvirannennn. $2,097,581 $1,671,457 $1,716,057 $1,558,159 $1,481,223

(1) At December 31, 2007, includes loans totaling $68.0 million originated for the acquisition and development of real estate. We
continually communicate and monitor on a regular basis the progress of these loans. These loans are within our local

region and are not spread throughout the country.
(2)

At December 31, 2007, includes $1.8 million in personal loans, $1.7 million in automobile lease financing, $7.6 million in loans

secured by mobile homes and manufactured housing, $67.3 million in loans secured by recreational vehicles, $67.4 million in loans

secured by boats and $89.4 million in student loans, which are primarily guaranteed.

Loan Maturity

The following tables set forth certain information at December 31, 2007 regarding the dollar amount of loan
principal repayments becoming due during the periods indicated. The tables do not include any estimate of
prepayments which significantly shorten the average life of all loans and may cause our actuat repayment experience
to differ from that shown below. Demand loans having no stated schedule of repayments and no stated maturity are
reported as due in one year or less. The amounts shown below exclude applicable loans in process and unearned
interest in consumer loans and include net deferred loan costs. Our adjustable-rate mortgage loans generally do not
provide for downward adjustments below the initial discounted contract rate. When market interest rates rise, as has
occurred in recent periods, the interest rates on these loans may increase based on the contract rate (the index plus

the margin) exceeding the initial interest rate floor.

One-to-

December 31, 2007 Four Commercial Residential Commercial Home Aulo- Other Total
(Dollars in thousands) Family  Real Estate Construction  Business Equity mobile  Consumer Loans
Amounts due in:
One yearorless .....ccooceeeceeanee $ 36,902 $162,030 $1,593 $39483 $ 7211 § 7,170 § 4,287 § 258,676
More than one to five years ... 35,797 107,391 365 31,812 40,203 154,408 9,243 379,219
More than five to ten years ....... 88,892 42,338 - 13,864 127,304 13,179 49,696 335,573
More than ten years ......cc.o.ee... 318,226 181,974 — 51,186 216,044 12173516 1,141,358

Total...ocoroereeeeceaeeveeenne. 3479817 $693,733 $1,958 $136,345  $390,762 $174,769 $237,442 $2 114,826




The following table sets forth ali loans at December 31, 2007 that are due after December 31, 2008 and have either

fixed interest rates or floating or adjustable interest rates:

(Dollars in thousands)

Floating or

Fixed Rates  Adjustable Rates Total
One-to-four family.......cocc.vcvciiiniinncnicencscanineienn, $ 382,741 $ 60,173 $ 442914
Commercial real estate.. 61,593 470,110 531,703
Construction.......cevvv... - 366 366
Commercial business.... 20,218 76,644 96,862
Consumer..........ccccev..... 741,198 43,107 784,305
TOtAlveereceeereccicreasicrrsrereneeseesseneeecsennncenes 51,208,750 $650,400 $1,856,150
Loan Activity
The following table shows loans originated, purchased and sold during the periods indicated:
Year Ended December 31, (Dollars in thousands) 2007 2006 2005 2004 2003
Total loans at beginning of period ...........cocoereeerecuenenn, $1,688,825 31,733,153 $1,575300 $1,498,167 §1,391,574
Originations: ) .
Real estate loans;
One-to-four family.........cccvveeeeiiereesereecninee e 33,988 27,306 43,505 65,205 160,085
Commercial real eState ... ... eee e srssressnsnns 273,547 185,246 176,874 147,612 96,393
Residential construcuon 1,959 8,978 18,048 14,317 9,308
Total real estate JOANS ...........ccccvvvrvrerceeereererreeeceeeens 309,494 221,530 238,427 227,134 265,876
Commercial business l0ans. .. .....eeeveeiveeecreseceniresinseiresnnne 53,861 44 588 31,926 25,682 14,557
Consumer: .
Home equity loans and lines of credit 71,783 87,377 153,824 199,099 207,217
Automobile 10ans.......ccoeviiveiviiieieneeee e 52,329 92,926 148,738 139,570 152,786
Other consumer loans ...........cccococeveviveseerennen. 34,094 64,469 102,041 63,548 154,523
Total cONSUMEr 08NS .....ccieereicece e rreeres 158,206 244,772 404,603 402,217 514,526
Total loans originated .......oveceieci e s e 521,561 510,890 674,956 655,033 794,959
Loans acquired from FMS Financial .......cccceevicncrevearenannns 443016 - - - -
PUICRASES ....ccoecevieir e trie e ee e e rnaranas SOOI 91 5,064 38,283 - 1,744
Less:
Principal payments and repayments..........cocococorveeoeelecne. 529,335 551,351 545,565 561,693 648,949
L0an Sales ..o v esneree e 2,941 8,592 9,371 16,066 40,841
Transfers to foreclosed real estate..........oevee... 295 339 450 14] 320
Total loans at end of period ......cccccvecviivesersicie e 3 2,120,922 $1,688,825 $1,733,153  $1,575,300  §1,498,167




Securities. At December 31, 2007, the investment securities portfolio excluding FHLB (“FHLB”) stock was $1.1
billion, or 29.8% of total assets. At December .31, 2007, 70.4% of the investment portfolio was invested ,in
mortgage-backed securities issued by the Federal Home Loan Mortgage Corporation {“FHLMC”), the Federal
National Mortgage Association (“FNMA”) and government agency mortgage-backed securities (“GNMAT);
including collateralized mortgage obligations (“CMO™) securities issued by the FHLMC, FNMA, and private issuer
CMOs securities rated AAA by Standard & Poor’s. Private issuer CMOs totaled $132.7 million, or 12.5%, of our
total securities portfolio at December 31, 2007. The remainder was invested primarily in United States government
sponsored enterprises (“GSE™) and agency note securities, municipal and other bonds, corporate bonds and equity
securities.

2007 2006 2005 ¢
Amortized Fair Amortized Fair Amortized Fair
December 31, (Dollars in thousands) Cost Value Cost Value Cost Value
Securities available-for-sale:
GSE and agency NOLES .......ccvceevierecorioimniesenssmsmssersennssns $ 184,756 $ 187063 $72,644 § 71,786 § 54,507 § 53,649
Mortgage-backed securities: .
GNMA guaranteed mortgage certificates ... 17,299 17,388 26,438 26,348 37,332 36,972
FNMA and FHLMC mengage-backed securities ........ 431,500 440,184 53,759 52,962 54,988 53,967
Collateralized mortgage obligations ..o 206,842 206,007 144339 140,400 156,196 152,480
Total mortgage-backed securities ........cccoenivcinian 655,641 663,578 224,536 219,710 248,516 243,419
Municipal and other bonds........cooviiiiciiiniinnniinniens 74,330 74,226 31,632 31,732 29875 29917
EQUILY SECUTIHIES ..vvvvivveriinreriini st nns e ensrnes 9,391 9,802 6,453 7.639 13,066 14,119
Mutual fundSs..........ooooirietiie e e 14,717 15,125 2,073 2,073 3 3
Total available—for-sale ..............cccocciveinienienirncrnenn 938,835 949795 337,338 332,940 345567 341,107
Securities held-to-maturity: .
GSE and agency NOLES .......occvvmecrrmvmniriresssirnresesonssaenas 27,498 27487 27,499 26,880 37494 36,550
Mortgage-backed securities: .
GNMA guaranteed mortgage certificates ........ccovrvvrens 771 745 912 881 1,300 1,289
FNMA and FHLMC mortgage-backed securities ........ 83,717 82,895 101,946 99472 122,757 120,355
Total mortgage-backed securities ..........ccc.ovvvnenee 84,488 83,640 102,858 100,353 124,057 121,644
Municipal and other bonds —- - - - 1,769 1,756
Tota] held—to-maturity ...........ccoeen.e vevrrnnenes 111,986 111,127 130,357 127,233 163,320 159,950
TOAL....vicveieiceeeceeieaerissesssiaenseriseesmeseerenseserssensrasasesnas $! ,050,821 $1,060922 $467,695 $460,173 $509,287 $501,057

Mortgage-backed securities are a type of asset-backed security that is secured by a mortgage, or a collection of
mortgages. These securities must also be grouped in one of the top two ratings as determined by an accredited credit
rating agency, and usually pay periodic payments that are similar to coupon payments. Furthermore, the mortgage
must have originated from regulated and authorized financial institutions. The-contractual cash flows of investments
in government sponsored enterprises’ mortgage-backed securities are debt obligations of FHLMC and FNMA. The
cash flows related to GNMA securities are direct obligations of the U.S. Government. Mortgage-backed securities
are also known as morigage pass-throughs. CMOs are a type of morigage-backed security that creates separate
pools of pass-through rates for different classes of bondholders with varying maturities, called tranches. The
repayments from the pool of pass-through securities are used to retire the bonds in the order specified by the bonds’
prospectus. At December 31, 2007, we had no investments in a single company or entity {other than United States
government sponsored enterprise securities) that had an aggregate book value in excess of 10% of our equity at
December 31, 2007, All CMOs we hold carry the highest rating by an accredited credit rating agency.

Due to the condition of financial institutions in the fourth quarter of 2007, the Company recorded an impairment
charge related to the value of common equity securities of various financial services companies that were deemed to
be other-than-temporarily-impaired. The Company recogmzed an other-than-temporary impairment for these
securities of $1.2 million in 2007. :

11



Investments that have been in a continuous unrealized loss position for periods of less than 12 months and 12
months or longer at December 31, 2007 and 2006 are summarized in the following table:

2007
(Dollars in thousands) Less than 12 months 12 months or longer Totil
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses  Fair Value Losses
GSE and agency notes ..o, 9 - $ -  $63979 $ 174  $ 63,979 $ 174
Mortgage-backed securities ... 8,357 14 87,931 1,621 96,288 1,635
Municipal and other bonds...........ccoerrnenee 28,293 370 3,075 16 31,368 392
Collateralized mortgage obligations ............. 37,414 . 408 97,324 2,300 134,738 2,708
Subtotal, debt securities .........oorrevennnn e 74,064 798 252,309 4,111 326,373 4,909
Equity seCurities........ccocvvreeieineicrcconecersrvnerenns 750 26 - - 750 26
MULU] FUBDS...ccvvooecerr s 347 24 - - 47, 24
Total temporarily impaired securities ........ $75,161 $848 $252,309 $4,111 $327.470 $4,959
: 2006 . .
{Dollars in thousands) Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses  Fair Value Losses
GSE and agency notes ..o vvveveeennnans $ 6,859 517 $ 73,385 $1466 § 80,244 $1,483
Other mortgage-backed securities............... 9,869 30 126,346 3,941 136,215 3,971
Municipal and other bonds ........coccneneennes 4,804 16 5,891 76 10,695 92
Collateralized mortgage obligations ........... - - 116,164 4,057 116,164 4,057
Subtotal, debt securities..........oeeeveveeene. 21,532 63 321,786 9,540 343,318 9,603
Equity SECUMILIEs w.o.vereceeeeieeceeccevrenereeeeens 1,434 66 - - 1,434 66
Total temporarily impaired securities ...... $22,966 $129 $321,786 $9.540 8344752 $9.669

GSE and Agency Notes

The Company’s investments in the preceding table in GSE Notes consist of debt obligations of the Federal National
Mortgage Association (“FNMA”), the Federal Home Loan Bank (“FHLB™) and the Federal Farm Credit Bank
(“FFCB”). The Company’s investments in Government Agency Notes consist of debt obligations of the Department
of Housing and Urban Development (“HUD”). Included in the 12 months or longer are 15 securities with a loss, on
average, of .27%. The unrealized losses are due to current interest rate levels relative to the Company’s cost and not
credit quality, and because the Company has the ability and intent to hold those investments until a recovery of fair
value, which may be maturity, the Company does not consider those investments to be other-than-temporarily
impaired at December 31, 2007.

Mortgage-backed Securities

The Company’s investments in the preceding table in mortgage-backed securities consist of fixed-rate GSE
mortgage-backed -securities and government agency mortgage-backed securities. Included in the less than 12
months are five securities with a loss, on average, of .17%. Included in the 12 months or longer are 32 securities
with a loss, on average, of 1.84%. The unrealized losses on the Company’s investments in mortgage-backed
securities are due to current interest rate levels relative to the Company’s cost. The contractual cash flows of those
investments in GSE mortgage-backed securities are debt obligations of the Federal Home Loan Mortgage
Corporation (“FHLMC”) and the FNMA. Fannie Mae issues guaranteed mortgage pass-through certificates or MBS
certificates, which represent the beneficial ownership in a distinct pool of residential mortgage loans secured by
single-family (one-to four-unit) dwellings, or in a pool of participation interests in loans of that type. Fannie Mae
guarantees to the MBS trust that they will supplement amounts received by the MBS trust as required to permit
timely payments of interest and principle on the certificates. They alone are responsible for making payments under
their guarantee, The certificates and payments of principle and interest on the certificates are not guaranteed by the
United States, and do not constitute a debt or obligation of the United States or any of its agencies or
instrumentalities other than Fannie Mae. Freddie Mac issues and guarantees Mortgage Participation Certificates (or
“PCs™), which are securities that represent undivided beneficial ownership interests in, and receive payments from,
pools of one-to-four-family residential mortgages that are held in trust for investors. Freddie Mac guarantees the
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payment of interest and principle on the PCs. They alone are responsible for making payments on their guarantee.
Principle and interest payments on the PCs are not guaranteed by and are not debts or obligations of the United
States or any federal agency or instrumentality other than Freddie Mac. The cash flows related to government
agency mortgage-backed securities are direct obligations of the U.S. Government. The decline in market value is
attributable to changes in interest rates and not credit quality, and because the Company has the ability and intent to
hold those investments until a recovery of fair value, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired at December 31, 2007,

‘Municipal and Other Bonds

The Company’s investments in the preceding table in this category consist of municipal bonds, corporate bonds and

trust preferred/collateralized debt obligations (“CDOs”). The municipals bonds consist of general obligation bonds

of entities located in the state of Pennsylvania. These bonds are rated AAA by S&P and/or Aaa by Moody’s. Other
bonds consist of corporate bonds and trust preferred/CDQs, which are rated investment grade at December 31, 2007,
Included in the less than 12 months are three securities with a loss, on average, of 1.31%. Included in the 12 months
or longer are eight securities with a loss, on average of .51%. The unrealized losses on the Company’s municipal
and other bonds are due to current interest rate levels relative to the Company’s cost and not credit quality, and
because the Company has the ability and intent to hold those investments until a recovery of fair value, which may
be maturity, the Company does not consider those investments to be other-than-temporarily impaired at December
31, 2007.

Collateralized Mortgage Obligations

The Company’s investments in the preceding table in this category consist of collateralized mortgage obligations
issued by the FHLMC, the FNMA, and whole-loan mortgage-backed securities rated AAA by S&P. Included in the
less than 12 months are eight securities with a loss, on average, of 2.07%. Included in the 12 months or longer are
28 securities with a loss, on average, of 2.31%. The unrealized losses are due to current interest rate levels relative
to the Company’s cost and not credit quality, and because the Company has the ability and intent to hold those
investments until a recovery of fair value, which may be maturity, the Company does not consider those investments
to be other-than-temporarily impaired at December 31, 2007.

Equity Securities

The Company’s investments. in the preceding table in equity securities consist of bank issued common stocks and
mutual funds. Included in the less than 12 months are three securities with a loss position, on average, of 4.3%. The
Company evaluated the near-term prospects of the issuers in relation to the severity and duration of the impairment,
The Company does not consider those investments to be other-than-temporarily impaired at December 31, 2007.

As with any type of investment there are risk factors to consider. The risks inherent in investments in mortgage-
backed securities and CMOs include, but are not limited to, interest rate risk, which would affect the market value of
the security, and prepayment risk, which would affect the cash flow and average life of the security. All of these
risk factors are taken into consideration during prepurchase analysis of a security.

The following table sets forth the stated maturities and weighted average yields of the investment securities at
December 31, 2007. Certain securities have adjustable interest rates and will reprice monthly, quarterly or annually
within the various maturity ranges. Mutual funds and equity securities are not included in the table, based on lack of
maturity. These repricing schedules are not reflected in the table below. All but approximately $121.6 million of
the securities listed have fixed rates. '




More than More than
One Year to Five Years to
One Year or Less Five Years Ten Years More than Ten Years Total
. Weighted Weighted Weighted Weighted Weighted
December 31, 2007 Carrying -Average Carrying Average Carrying Average Carrying Average Carrying  Average
(Dollars in thousands) Value Yield Value® Yield Value Yield Value Yield Value Yield
Securities available-for-sale: !
GSE and agency notes.......ocn.n. $68,060 442% § 32,515 5.24% § 66,156 597% § 20,33t 574% § 187,062 5.25%
Mortgage-backed securities........ 3,125 4.28 46,480 461 23,161 522 590,811 5.65 663,578 5.55
Municipal and other bonds.......... 14846 349 9,113 4,83 22,355 3.83 27,913 57 74,226 4.59
Total available-for-sale............ 86,031 404 ° 88,108 4.87 111,672 5.39 639,055 5.66 924,866 541
Securities held to maturity:
GSE and agency notes......... 5000 463 22,498 405 - - - - 27498 4.16
Mortgage-backed securities 2 812 19,097 419 10,754 4.58 54,634 - 5.08 84,488 481
Total held to maturity .............. 3,002 4.63 41,595 411 10,754 458 54634 5.08 111,986 4.65
Total ceveeiveeeeccceccnieneerneee, $91,033 4.07%  $129,703 4.62% $122,426- 532%  $693,689 5.61% $1,036,852  '5.33%

Premises and Equipment. Premises and equipment totaled $79.0 million at December 31, 2007 as compared to
$33.2 million at December 31, 2006. Land increased $13.2 million and bank premises increased $24.5 million
primarily due to our acquisition of FMS Financial. In addition, construction in progress (“CIP”) increased $8.1
million primarily as a result of the transfer of costs relating to the acquisition of $1.9 million of CIP from FMS
Financial, and the new branch offices placed into service in January 2008, as well as St. Ignatius Senior Housing IL.

Deposits.
deposits.

Our deposit base is comprised of demand deposits, money market and passbook accounts and time
We consider demand deposits and money market and passbook accounts to be core deposits. At

December 31, 2007, core deposits were 57.72% of total deposits. Deposits increased $787.1 million, or 46.91%, in
the year ended December 31, 2007, as core deposits increased $638.7 million, and time deposits increased $148.4
million, primarily due to the acquisition of FMS Financial. Our efforts to grow core deposits have been focused on
the promotion of interest-earning checking accounts. We have experienced an increase in our time deposit accounts
as we have selectively competed for certain deposit maturities'by adjusting our rates, However, we believe we are
most successful attracting and retammg deposits by offering supenor customer service.

The following table sets forth the deposits as a percentage of total deposits for the penods indicated;

2007 2006 2005
Percent of Percent of - Percent of
: . Total Total Total
At December 31, (Dollars in thousands) Amount Deposits - Amount Deposits Amount Deposits
Non-interest-bearing deposits........c..coccoveevrcrrens § 242351 10%  $ 90,040 5% § 95777 5%
Interest-earning checking accounts............... 389,812 16 162,955 10 170,712 10
Money market 8CCOUNLS. ............ecrsvvereorrmomrieee . 376,300 15 281,044’ 17 263,973 16
Savings accounts 414,398 17 250,109 15 287,444 18
Time deposits ......... .. 1,042,302 42 893,506 53 847,915 51
THAL v sssneriesneneens 92,405,163 100% $1,678,054 100% 31,665,821 100%
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The following table indicates the amount of certificates of deposit of $100,000 or more by time remaining until
maturity as of December 31, 2007. We have solicited brokered time deposits as an alternative source of funds. The
table below excludes brokered deposits. At December 31, 2007, we had $5.0 million in brokered deposits.

Certificates
December 31, 2007 (Dollars in thousands) of Deposit
Maturity Period:
Three MONTKS OF 1885 ovvveeeeeieeerereeeeeeeesseeeseenereeresrsesmensnrssssnssssssessmsnssensrasnvnsorers 3 11,497
Over three through six months.......cooerverinn 71,610
Over six through twelve months 63,547
Over twelve months ... 30,607
TUOMAL vt evenssnscrsessnsrnsas sttt st s B0 15201

The following table sets forth the time deposits classified by rates at the dates indicated:

At December 31, (Dollars in thousands) 2007 2006 2005
Q.00 - 1.00% eeeeeeieeeeee et ccrsrrrr s s e e s s eeaenaes $ 37 3 7 $ 2,564
1.0t - 2.00% 2,376 108 30,389
2.01 - 3.00% 80,943 93,997 269,875
3001 -4.00% oo e v e e e 363,417 264,228 404,457
4.01 - 5.00% 496,178 267,819 139,222
5.01 - 6.00% 69,329 267,687 1,181
6.01 - 7.00% 22 60 227
TOMAL .ottt e e rn s eeeeeesecneneennes $1,042,302 $893,906 $847.915

The following table sets forth the amount and maturities of time deposits classified by rates at December 31, 2007:

Amount Due
More Than More Than
Less Than One Yearto Two Yearsto More Than

(Dollars in thousands) One Year Two Years Three Years Three Years Total
0.00 - 1.00%. ..o 3 37 3 - 3 - $ - 3 37
1.01 - 2.00%........... 1,062 1,305 9 - 2,376
2.01 - 3.00%........... 78,191 2,674 29 49 80,943
3.01 - 4.00%.....cvnincrimenirinnns 267,993 55,042 25,882 14,500 363,417
4.01 - 5.00%....ccccciiccncrcnene 412,681 50,813 27,026 5,658 496,178
5.01 - 6.00% 97,593 1,055 401 280 99,329
6.01 - 7.00%. 0o -~ - 22 — 22
Total,..oovveinciniiecienenn, 3857,557 $110,889 $53,369 $20,487 31,042,302

The following table sets forth the deposit activity for the periods indicated:

Year Ended December 31, (Dollars in thousands) 2007 2006 2003

Beginning balance .. $1,678,054 $1,665,821 $1,608,585
Increase {decrease) before mterest credlted 730,866 (32,154) 25,191
Interest credited ......ooovivvveanvineseenereneereeneeses 56,243 44,387 32,045
Net increase in deposits ........coceircreirncrnenmerserrssrmirereneeaens 787,109 12,333 57,236
Ending balance ........coo.ovveevviroesscoscesconcsscncssiscisennsnnin, 92,465,163 $1,678,054 $1,665,821
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Borrowings. We use borrowings from the Federal Home Loan Bank of Pittsburgh and New York, as well as
repurchase agreements and other sources of borrowings, to supplement our supply of funds for loans and

investments. The following table sets forth the outstanding borrowings and weighted averages at the dates
indicated:

Year Ended December 31, (Dollars in thousands) 2007 2006 2005
Maximum amount outstanding at any month-end during period:
Federal Home Loan Bank advances...

$196,550 $255,697 $340,397

Repurchase agreements......cceverceirieiiciesreerrsssnscensinensons 205,594 125,350 92,918
Federal Home Loan Bank overnight borrowings..........c.ccoeeeee, - 70,000 102,507
Statutory Trust Debenture ..o e 25,264 - -
Other... . 30,796 52,496 2,496
Average outstandmg halance durmg perlod
Federal Home Loan Bank advances... $180,557 $231,604 $324,966
Repurchase agreements... 129,741 101,883 45,650
Federal Home Loan Bank ovemlght borrowmgs...................... - 9,880 47,634
Statutory Trust Debenture . ....oorv e cccceieiiis e s mee s 12,018 - -
Other... 8,702 29,930 2,496
Wughted av erage mterest rate durmg penod
Federal Home Loan Bank advances... 4.94% 4.88% 4.67%
Repurchase agreements 4.87 492 377
Federal Home Loan Bank overnight borrowings..........ceeeeenee. - 4.63 3.24
Statutory Trust Debenture..........coccivenniicnin s 7.29 - -
Other... 4.64 5.05 2.40
Balance outstandmg at end 0!‘ permd
Federal Home Loan Bank advances..........covveveevvieneireeesessnnnss $185,750 $196,550 $262,897
Repurchase agreements... . 185,562 88,600 92918
Federal Home Loan Bank ovemlghl bon‘owmgs ............... - - 49,900
Statutory Trust Debenture.................. 25,264
Other... e . 10,546 9,746 2,456
Wenghtcd average mtcrcst rate at end of perlod
Federal Home Loan Bank advances... 4.81% 5.01% 4.68%
Repurchase agreements. ... ..o eeneieeeccrsinienis e 4.78 4.93 4.43
Statutory Trust DEBERIUIe . .....covvvvviirieeeree e cvrrrnrresees e seeeeees 6.57 - -
Federal Home Loan Bank overnight borrowings..... - - 4.17
L1313 OO OO OO O PO O OO PPV PP ORI UDPOPPPRTRPRUIT 3.57 4.47 2.38

Results of Qperations for the Years Ended December 31, 2007, 20606 and 2005

Financial Highlights. We had a loss of ($1.5) million for the year ended December 31, 2007 compared to net
income of $11.6 million for the year ended December 31, 2006. The decrease reflected a $41.6 million increase in
non-interest expenses, including an expense of $10.0 million incurred in connection with the establishment of The
Beneficial Foundation, which were partially offset by a §19.7 million increase in net interest income and a $6.8
million decrease in income tax expense. In 2006, net income decreased $1.6 million to $11.6 million from $13.2
million for the year ended December 31, 2005. The decrease reflected a $1.3 million decrease in net interest income
and a $2.5 million increase in non-interest expenses, which were partially offset by a $2.4 million decrease in
income tax expense.
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Summary Income Statements
The following table sets forth the income summary for the periods indicated:

Change 2007/2006 _ Change 2006/2005

Year Ended December 31, (Dollars in thousands) 2007 2006 2005 $ % $ Ye
Net interest INCOME ....c.vvreereeeeeecreersiiesrnrnenees. 584,120 $64,430 §65,728  $19,690 30.56%  §(1,298)  (1.9M)%
Provision for 1oan [0SS€S ..o veveeveevincesvivnireeneee 2,470 1,575 1,703 895 56.83 (128) (8.00)
Non-interest iNCOME.......ocrvcrreresrverereresirnscssscncerneons 13,372 10,531 10,862 2,841 26.98 (331) (3.00)
NOM-INETESt EXPENBES ...ovrvremrerrcmresiinsi s iasserras 101,032 59,439 56,961 41,593 £69.98 2,478 4.35
NEt INCOME. ....ceeirivirevs i srsaesrereensnessesesssesnennenene (1, 345) 11,625 13,200 13,170y (113.29)  (1,575) (11.93)
Returm on average equity .....oveesimsvniicnennnns (L33)% 4.04% 4.83%

Return on average assels....oovnneiniecnenen. (0.05)% 0.49% 0.56%

Net Interest Income

2007 vs. 2006. Net interest income increased $19.7 million or 30.56%, to $84.1 million for 2007 from $64.4 million
in 2006. Total interest income increased $30.6 million or 24.01% to $157.9 million for 2007 primarily as a result of
increases in interest and dividends on investments of 68.57% to $38.9 million for 2007 and an increase in interest
and fees on loans of 12.67% to $117.3 million. The increase in income from interest and fees on loans and interest
and dividends on investment securities was primarily due to an increase in the average balance of loans and
investments and a 31 and 75 basis point increase in the yields, respectively. Total interest expense increased $10.9
million, or 17.30%, to $73.8 million for 2007 primarily due to an increase in the average balance of interest-bearing
deposits of $282.1 million, and an increase in cost on interesi-bearing deposits of 25 basis points. Deposit increases
are partially attributed to the acquisition of FMS Financial. During 2007, the average balance of our time deposits
increased $44.9 million and the cost on time deposits increased 52 basis points.

2006 vs. 2005. Net interest income decreased $1.3 million or 1,.97%, to $64.4 million for 2006 from $65.7 million
for 2005. Total interest income increased $10.2 million or 8.74% to $127.3 million for 2006 as increases in interest
and fees on loans were partially offset by decreases in interest and dividends on investment securities. Interest
income and fees on loans increased 12.94% to $104.1 million primarily due to an increase in the average balance of
loans and a 49 basis point increase in the yield. Total interest expense increased $11.5 million or 22.45% to $63.0
million for 2006 primarily due to an increase in the average balance of interest-bearing deposits of $29.7 million,
and an increase in cost on interest-bearing deposits of 70 basis points. During 2006, the average balance of our time
deposits increased $96.4 million and the cost on time deposits increased 83 basis points. ‘
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Analysis of Net Interest Income

The following table sets forth an analysis of net interest income for the periods indicated:

Change 2007/2006  Change 2006/2005
December 31, (Dollars in thousands) 2007 2006 2005 § % $ %
Components of net interest income
L0ANS ...t ere st e 117,334 $104,143 892,208 §13,191 12.67% 311,935 12.94%.
INVESHMENt SECUTILIES ....vevvivevecrerreree e eeeeeeeen s nreeseeeeaesreens 38,933 23,060 24,455 15,873 68.83 (1,395) (5.70)
Other interest-eaming A55€18.......covernrirmrinnesreririsnimeens 1,627 123 427 1,504 1222.76 304) (71.19)
Total interest iNCOME ... coovoveevreeeeeeeceeeeecrae e eeeee e eaesens 157,894 127326 117,091 30,568 24.01 10,235 8.74
DepOoSits....coeireerireessirnenes 57,254 44,619 32,875 12,633 28.32 11,744 35.72
Borrowings.......cceervvinenns 16,520 18,277 18,488 (1,757) (9.61) {211) (114}
Total interest expense 73,774 62,896 51,363 10,878 17.30 11,533 2245
Net interest INCOMIC. ..urrvivivirinisiisees e ririasssresressrasssassaressrs 84,120 64,430 65,728 19,690 30.56 (1,298) (1.97)
Average yield and rates paid
INtEreSt-Earming ASSEES cu.vvievrreeeersrirerreesereresersesesssessasesesnassene 5.96% 5.67% 5.17% 0.30% 5.29% 0.50% 9.67%
Interest-bearing liabilities 3.36 3.21 2.60 0.15 4.67 0.61 23.46
Interest rate spread .....ccveeie 2.59 245 2.57 0.16 6.53 (0.12) 4.67)
Net interest MArZiN.....coviimerrieeeireiite it s sttreeceanansinas 3.17 2.87 2.90 0.32 11.15 {0.03) (1.03}
Average balances
LOANS ... oottt cnsrtees e emss e sis e e nesmsssenesnermennnenens 1, 804,939 1,740,606 1,678,697 124,333 7.14 61,909 3.69
INVESIMENE SECUTTLES ..eviirernrereiievecereseesniereeeseessssissnennemneeene 791,674 504,045 575,600 247,628 49.13  (71,554) (12.43)
Other interest-gamning assets.... 33,870 2,785 12,461 - 31,086 1,116.34 (9,677)  (77.65)
BEpPOSHS..cocnirieererrne e 1,862,617 1,580,540 1,550,761 282,077 17.85 29,778 1.62
BOTTOWINZS . oeevecn e ssrensmseresssessssss e 331,019 373,297 420,746 (42,278) (11.33) (47449 (11.28)

Provision for Loan Losses,

Based on our evaluation of loan loss factors, management made a provision of $2.5 million for the year cnded
December 31, 2007, compared to provisions of $1.6 million for the year ended December 31, 2006 and $1.7 million
for the vear ended December 31, 2005. We had $1.5 million in net charge-offs for the year ended December 31,
2007 compared to net charge-offs of $1.3 million for the year ended December 31, 2006 and $1.7 million for the
year ended December 31, 2005, We used the same methodology and generally similar assumptions to determine the
provision for all three periods. The provision for loan losses was determined by management to be an amount
necessary to maintain a balance of allowance for loan losses at a level that considers afl known and current losses in
the loan portfolio. Changes in the provision were based on management’s analysis of various factors such as:
estimated fair value of underlying coliateral, recent loss experience in particular segments of the portfolio, levels and
trends in delinquent toans, and changes in general economic and business conditions.

The allowance for loan losses was $23.3 million or 1.10% of total loans outstanding as of December 31, 2007, as
compared to $17.4 million, or 1.03% of total loans outstanding as of December 31, 2006 and $17.1 million, or
0.99% as of December 31, 2005. An analysis of the changes in the aliowance for loan losses is presented under
“Risk Management—Analysis and Determination of the Allowance for Loan Losses” below.

Non-interest Income. Non-interest income increased by $2.8 million to $13.4 million in fiscal 2007 primarily due to
an increase of $3.5 million or 62.21% from service charges and other income as well as an increase of
approximately $0.9 million or 22.08% in insurance commission income compared to 2006, the effect of which was
partially offset by a decrease of 30.4 million in gains on sale of investment securities available—for-sale. Non-
interest income decreased $0.3 million 10 $10.5 million in 2006. The decrease in non-interest income in 2006 was
primarily a result of a decrease in the gain on sales of investment securities available-for-sale of $0.4 million in 2006
compared to 2005. Offsetting the decrease in the gain on sale of securities was a $0.3 million increase in income
from insurance commissions, which increased to $4.3 million, or 6.92%, compared to 2005.
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Non-interest Income Summary

The following table sets forth a summary of non-interest income for the periods indicated:

Change 2007/2006 Change 2006/2005

Year Ended December 31, (Dollars in thousands) 2007 2006 2008 b %o ) Y%
[NSurance COMIMISSION MNCOME......cevveeeerrriressrecvrersereee. 93,223 54,278 $4,001 $945 22.09%  $277 6.92%
Services charges and other income........... 9,053 5,581 5,791 3472 62.21 (210) {3.63)
Impairment charge on securities available-for-sale ....... (1,192) -~ - {1,192) 100.00 - -
Giains on sale of investment securities available-for-
SAIE. cvvetesieeeee st bere e naese s st e emre e ee st 288 672 1,070 (384) (57.14) (398) (37.20}
TOtAL.c.veievveesree e cveiseeisiane s rrserraensrsanss s rreais $13372  §$10,531 $10,862  $2,841 26.98%  3(331) (3.05)%

Non-interest Expenses. Non-interest expense increased $41.6 million, or 69.98%, in 2007 from 2006. The increase
in non-interest expense in 2007 was primarily due to a $10.0 million contribution to The Beneficial Foundation,
severance and benefit expenses related to a reduction in force totaling $3.9 million, as well as increases in salaries,
employee benefits, advertising expenses and professional fees incurred as a result of the Company’s minority stock
offering and acquisition and integration of FMS Financial. Non-interest expense increased $2.5 million, or 4.35%,
in 2006 over 2005. The increase in salaries and employee benefits, as well as occupancy expense, which accounted
for much of the increase, was primarily due to the opening of one and three branches in 2006 and 2005, respectively.

Non-interest Expense Summary
The following table sets forth an analysis of non-interest expense for the periods indicated:

Change 2007/2006 Change 2006/2005

Year Ended December 31, (Dollars in thousands) 2007 2006 2005 $ % b %
Salaries and employee benefits.......ocovcovvieneeeeenes $51,118  $34412 832,589 316,706 48.55% $1.823 5.59%
Contribution to The Beneficial Foundation 9,995 - - 9,995  100.00 - -
OCCUPANCY EXPEIISE .oviriiriiisisirnsriinrssrraressssmsssassneseensaes 9,367 7,566 7,339 1,801 23.80 227 3.09
Depreciation, amortization and maintenance.... 6,970 5,269 5,003 1,701 32.28 176 346
Amortization of intangibles.........coereiinen. 3,434 426 408 3,008 706.10 18 4.41
AQVETLISING ..o s e, 4,507 2,049 1,994 2,458 11996 55 2.76
Insurance and Profection ... 1,911 1,531 1,700 380 24.82 (169} (9.94)
Professional fees..........ccccvvemeiniernermsniinnsne e 2,674 1,439 1,345 1,235 85.82 94 6.99
Printing and supplies.......ccoomivinmcnee s, 1,883 1,041 1,034 842 80.88 7 0.68
Correspondent bank/ATM charges........ocoiin 1,952 1,086 1,030 866 79.74 36 544
POSIREE. ..ot e s 882 595 544 287 48.24 51 9.38
Other......c.ocoee. v 6,339 4,025 3,885 2,314 57.49 140 3.60
TOUAL .o eer et et eree s cnre e mem st s $101,032  $59439 556,961  $41,593 69.98% $2.480 4.35%

Income Tax Expense. The provision (benefit) for income taxes was ($4.5) million for 2007, reflecting an effective
tax rate benefit of (74.3%), compared to $2.3 million for 2006, reflecting an effective tax rate of 16.6%, and
compared to $4.7 million for 2005, reflecting an effective tax rate of 26.4%.  The change from 2007 to 2006 was
primarily due to a decrease in pre-tax book income of $20.0 million resulting from our acquisition of FMS Financial
and the $10.0 million charitable contribution to The Beneficial Foundation, along with an increased state tax
provision. State taxes increased $0.4 million due to our expanded presence in New Jersey after the acquisition of
FMS Financial. The tax rates differ from the statutory rate of 35% principally because of tax-exempt investments,
non-taxable income related to bank-owned life insurance and tax credits received on low income housing
partnerships. These credits relate to investments maintained by the Bank as a limited partner in partnerships that
sponsor affordable housing projects utilizing low-income housing credits pursuant to Section 42 of the Internal
Revenue Code.
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Average Balance Table

The following table presents information regarding average balances of assets and liabilities, the total dollar
amounts of interest income and dividends from average interest-earning assets, the total dollar amounts of interest
expense on average interest-bearing liabilities, and the resulting annualized average yields and costs. The yields and
costs for the periods indicated are derived by dividing income or expense by the average daily balances of assets or
liabilities, respectively, for the periods presented. Loan fees are included in interest income on loans and are not
material. In addition, non-acerual loans are included in the average balances but are net deemed material,

2007 2006 2005
Interest Interest Interest
Average And Yield/ Average And Yield/  Average And Yield/
(Dollars in thousands) Balance  Dividends Cost Balance  Dividends Cost Balance Dividends Cost
Assets:
Interest-bearing demand deposits......ceee.. 3 2,895 5 139 482% § 2,519 3 93 3.69% $ 865 § 51 5.90%
Loans ............ 1,864,939 117,334 6.29 1,740,606 104,143 598 1,678,697 92,208 5.49
INVEStMENt SECUTTHES ..cvve v arsiriee e ereeerinns 261,642 12,988 4.96 160,493 6,755 421 144,769 5201 3.59
Morigage-backed securities ..o, 331,134 17,524 5.21 260,967 9,249 45 241218 10,478 434
Collateralized mortgage obligations ............ 160,819 8,295 5.16 141,163 7,008 496 189,161 8N 4.64
Otirer interest-earning assets .....ouvviveiniianies 31,944 1,613 5.05 1,688 78 4.62 12,050 382 317
Total interest-Carming assetS .. 4,633,372 157,894 5.96 2247436 127326 .67 2,266,758 117,001 517
Non-interest-eamning asSets......oeercemrioniune 250,516 114,102 105,778
To1a] 8S5e1S ...vversneiseiecrenne 2,903,888 157,894 2,361,538 127,326 2,372,536 117,091
Liabilities and Stockholders’ Equity: .
Interest-earning checking accounts.......cv.e.... 265,951 4,250 1.6 162,368 1,747 1.08 145,005 1,085 0.75
Money market ACCOUNES .....c..eveerierverirnennns 332,523 10,291 3.09 263,703 6,906 2.62 316,202 5,973 1.89
Savings accounts ., 332,196 2,212 0.67 267,426 1,991 0.74 298,958 2,243 0.75
Time deposits ... 931,970 40,501 4,35 887,043 33,975 3.83 790,596 23,574 298
Total interest- beanng deposns 1,862,640 57,254 3.07 1,580,540 44,619 282 1,550,761 32,875 212
Federal Home Loan Bank advances .............. 180,557 8,925 4.94 231,604 11,294 488 324,966 15,164 4.57
Repurchase agreements ......ouecceeerirvnireninians 129,741 6,315 4.87 101,883 5,014 492 45,650 1,722 77
Federal Home Loan Bank ovemight
borrowings.... - - - 9,880 457 4.63 47,634 1,542 3.4
Stawutory Trust Debemure 12,018 B76 7.29 - - - - - -
Other bOrTowings .........ccoerreereersctiienemrnenne 8,702 404 4.64 29,930 1,512 5.05 2,496 60 240
Total interest-bearing liabilities ... 2,193,658 73,744 3.36 1,953,833 62,896 322 1,971,507 51,363 2.1
Non-interest-bearing deposits ... 173,855 80,380 77,317
Other non-interest-bearing liabilitfes ............. 98,974 39,289 50,518
Total labilities ... 2,466,487 73,744 2,073,506 62,896 2099342 51,363
Total stockholders’ equity 437,401 288,032 273,194
Total liabilities and stockholders’
equity $2,903,888 $2,361,538 $2,372,536
Net Interest InCOME ....ocvvvveecrenrrieeecieernerene 584,120 $64,430 $65,728
Interest rate spread ... 2.59% 2.45% 2.57%
Net interest margin... 31.17% 2.87% 2.50%
Average 1nterest~earmng agsels to average
interest-bearing liabilities... 120.96% 114.86% 114.80%
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Rate/Volume Analysis. The following table sets forth the effects of changing rates and volumes on our net interest
income. The rate column shows the effects attributable to changes in rate (changes in rate multiplied by prior
volume). The volume column shows the effects attributable to changes in volume (changes in volume multiplied by
prior rate). The net column represents the sum of the prior columns. Changes attributable to changes in both rate
and volume that cannot be segregated have been allocated proportionally based on the changes due to rate and the
changes due to volume.

Year Ended December 31, 2007 Year Ended December 31, 2006

Compared to Compared to
Year Ended December 31, 2006 Year Ended December 31, 2005
Increase (Decrease) Increase (Decrease)
Due to Due to
{Dollars in thousands) Volume Rate Net Volume Rate Net
Interest income:
Interest-bearing deposits.........c.ovcveciiiiisiiiins $ 18 $§ 28 $§ 46 5 61 $§ (19 § 42
Loans receivable ......o.civminnarnnireenens 7,823 5,369 13,192 3,704 8,238 11,942
Investment SECULIties .u.vvveveeeracrroeenne 5,021 1,212 6,233 662 898 1,560
Mortgage-backed securities 6,889 1,386 8,275 (1,852) 627 (1,224}
Collateralized mortgage obligations ........... 1,014 273 1,287 (2,383) 605 (1,778}
Other interest-eaming assetS.....o.iviveeeienees 1,528 7 1,535 (479) 172 (307)
Total interest-eaming assets.......c.ovvveeees 22,293 8,275 30,568 (287) 10,522 10,235
Interest expense:
Interest-carning checking accounts............. 1,655 848 2,503 187 475 662
Money mMarket......ooovminiviimsnieneeseneenes 2,130 1,255 3,385 (1,37%) 2,308 933
Savings accounts .............ce.e. 431 (210} 221 (235) {(an (2652)
Titme deposits......cerirmrmerririeeseeeneieieneenne 1,952 4,574 6,526 3,654 6,707 10,401
Total interest-bearing deposits.............. 6,168 6,467 12,636 2,271 3,473 11,744
Federal Home Loan Bank advances ........... (2,523) 154 (2,369) (4,553) 683 . (3,870)
Repurchase agreements ...........ooveioennennns 1,356 (55) 1,301 2,767 525 3,292
Federal Home Loan Bank overnigh
DOITOWINES ...t et - 457 (457) (1,746) 661 (1,085)
Statutory Trust Debenture.........cooivmnniiienans 876 - 876
Other BOTTOWINES ....occovneiivvreireoniirmeeseieneans (985) (123) (1,108) 1,386 66 - 1,452
Total interest-bearing liabilities ............ 4,892 5,986 10,879 125 11,408 11,533
Net change in net interest income.........ooee.... $17.401 $2,289 $19,690 § (412) $ (886)  §(1,298)

Risk Management

Overview. Managing risk is an essential part of successfully managing a financial institution. Our most prominent
risk exposures are credit risk, interest rate risk and market risk. Credit risk is the risk of not collecting the interest
and/or the principal balance of a loan or investment when it is due. Interest rate risk is the potential reduction of
interest income as a result of changes in interest rates, Market risk arises from fluctuations in interest rates that may
result in changes in the values of financial instruments, such as available-for-sale securities that are accounted for at
fair value. Other risks that we face are operational risks, liquidity risks and reputation risk. Operational risks
include risks related to fraud, regulatory compliance, processing errors, technology and disaster recovery. Liquidity
risk is the possible inability to fund obligations to depositors, lenders or borrowers. Reputation risk is the risk that
negative publicity or press, whether true or not, could cause a decline in our customer base or revenue.

Credit Risk Management. Our strategy for credit risk management focuses on having well-defined credit policies
and uniform underwriting criteria and providing prompt attention to potential problem loans.

When a borrower fails to make a required loan payment, we take a number of steps to have the borrower cure the
delinquency and restore the loan to current status, including contacting the borrower by letter and phone at regular
intervals beginning on the seventh day of delinquency. When the borrower is in default, we may commence
collection proceedings. If a foreclosure action is instituted and the loan is not brought current, paid in fult, or
refinanced before the foreclosure sale, the real property sccuring the loan generally is sold at foreclosure. Generally,
collection proceedings begin as soon as a consumer loan becomes past due. When a consumer loan becomes 45
days past due, we institute attempts to repossess any personal property that secures the loan. Management informs
the Board of Directors monthly of the amount of nonperforming loans to total loans and regarding charge-offs.
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More detailed information regarding delinquencies by loan type is provided to the Board of Directors on a quarterly
basis. '

Analysis of Nonperforming and Classified Assets. We consider repossessed assets and loans that are 90 days or
more past due, except guaranteed student leans, to be nonperforming assets. Residential real estate loans are
generally placed on nonaccrual status when they become 90 days delinquent and are not well secured and in the
process of collection at which time the accrual of interest ceases and the allowance for any uncollectibie accrued
interest is established and charged against operations. Commercial loans are placed on non-accrual when the loan is
90 days delinquent unless the credit is well secured and in the process of collection. Typically, payments received
on a nonaccrual loan are applied to the outstanding principal and interest as determined at the time of collection of
the loan.

Real estate that we acquire as a result of foreclosure or by deed-in-lieu of foreclosure is classified as real estate
owned until it is sold. When property is acquired it is recorded at the lower of its fair market value (“FMV") or cost,
which is the unpaid balance of the loan plus foreclosure costs, or fair market value at the date of foreclosure less
estimated costs to sell. Holding costs and declines in fair value after acquisition of the property result in charges
against income,

The following table sets forth information with respect to our nonperforming assets at the dates indicated. We had
no troubled debt restructurings in the periods presented.

December 31, (Dollars in thousands) 2007 2006 2005 2004 2003

Nonaccrual loans:
Real estate loans:

One-to-four family.......ocouerricrcenenvnarrinrerscrcrecccesrveecvcrecsrcnceeee. 9 23 5 - s - 3% - 35 -
Commercial rEal ESTALE .......ovceiiee e ereeete e eem s sese s s enen e 4,939 363 - - -
Residential CONSIUCHON. .....voceviveieioeeeeec e e em st s s svaasieas - — — — -
Total real estate loans ..........coeeeeiiereveeceeeee e e sseesst s eeee e 4,962 363 - - -
Commercial Dusingss 10ans. ... sre e 2,500 - - - -

Consumer loans:

Home equity Hnes of Credit. . eiverreeeecvernerenesseienecrcrsrsessssninens - ‘ - - - -
Automobile loans........cccevvveeervvvnirnennns 223 171 385 363 500
Other consumer loans .........cccocceevecvneenn.. - - - 74 26
Total consumer 10ans......c..covcevnvvrrnnnne 223 171 385 437 526
Total nonacerual Joans......cocovveve e i 7,685 534 385 437 526
Accruing loans past due 90 days or more:
Real estate loans: :
One-10-four FAMIIY ....o.ccovrerieee e erierssis e re e s e e e seanae s 3,700 2,425 2,540 . 3,185 . 3374
Commercial real €S1ate ........cccceiriemiiveeeereececrisene s 1,343 2,662 - 52 752
Residential construction.......ceveeeemiiriesiesonsesrasereeanes — — - - —
Total real estate LOANS ......ccoveueiiveeeiiceriticeers e eeseree e e ras e 5,043 o 5,087 2,540 3,237 4,126
Commercial busingss 10ans.........ccocorvrreeriieervemrnne e S 64 83 - 12 .50
Cansumer loans:
Home equity lings of credit......ooviicevcrinvimninne e 36 54 1 1 41
AOMODBILE 1085 ...coviieiii ettt e re e et 117 130 179 102 112
Other consumEr LOANS .....c.ccveeveiveerriverei et vrrentsriesssrar e sene e 31,366 2,263 2,055 2,373 1,845
Total CONSUMET LOAIIS -...oevvreeeeverresnassensereecesseverasssemesrsieeeseeeeeeens 3,519 - 2,447 2,235 2476 1,998
Total accruing loans past due 90 days or mere .....ccocev e 8,626 7,617 4,775 5,725 6,174
Total of nonaccrual and 90 days or more past due loans ......... 16,311 8,151 5,160 6,162 6,700
Real e8tate OWNEd .....coviviviiiineeivieni i cccirsessrtirs s rnae e e esren e 4,797 2,809 3,146 2,939 3,167
Total NONPErfOrMINE SSEIS..v.v.ceereeevrrnsrvesseeernereseerresnserenesereenees 921,108 $10,960  $8,306 $9,101 $9,867
Total nonperforming loans to total 1oans .......ccoveeieneiimennn. 0.77% 0.48% 0.30% 0.39% 0.45%
Total nonperforming loans to total assets ........... 0.46% 035% 0.22% 0.26% 0.30%
Total rcal estate owned 10 1012) BSSEI5 ..ccvvvveecicri i e 0.13% 0.12%  0.13% 0.13% 0.14%
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Interest income that would have been recorded for the year ended December 31, 2007, had nonaccruing loans been.
current according to their original terms, amounted to approximately $0.4 miilion. No interest related to nonaccrual
loans was included in interest income for the year ended December 31, 2007.

The increase in nonperforming loans during the year ended December 31, 2007 includes two loans to affiliates of a
Philadelphia-based builder and development company that filed for Chapter 11 bankruptcy in June 2007.

At December 31, 2007, there were a total of 143 land acquisition and development loans totaling $161.3 million,
which consist of 96 residential land acquisition and development loans totaling $93.3 million and 47 commercial
land acquisition and development loans totaling $68.0 million. We continually monitor progress of our loans and
communicate on a regular basis with the borrowers. Site visits are performed as needed.

Federal regulations require us to review and classify our assets on a regular basis. In addition, the FDIC has the
authority to identify problem assets and, if appropriate, require them to be classified. There are three classifications
for problem assets: substandard, doubtful and loss. “Substandard assets” must have one or more defined
weaknesses and are characterized by the distinct possibility that we will sustain some loss if the deficiencies are not
corrected. “Doubtful assets” have the weaknesses of substandard assets with the additional characteristic that the
weaknesses make collection or liquidation in full on the basis of currently existing facts, conditions and values
questionable, and there is a high possibility of loss. An asset classified “loss” is considered uncollectible and of
such little value that continuance as an asset of the institution is not warranted. The regulations also provide for a
“special mention” category, described as assets which do not currently expose us to a sufficient degree of risk to
warrant classification but do possess credit deficiencies or potential weaknesses deserving our close atiention.
When we classify an asset as substandard or doubtful we establish a specific allowance for loan losses. If we
classify an asset as loss, we charge off an amount equal to 100% of the portion of the asset classified loss.

The following table shows the aggregate amounts of our criticized assets at the dates included:

At December 31, (Dollars in thousands) 20067 2006 2005
Special mMention assets.......owcrivrsseeenseens £ - 5§ - $1,000
Substandard assets .......c...oee 9,295 7,015 1,056
Doubtful assets............ 370 - -
LOSS 8SSELS ...iieereereiriiiesinsrnnsrrnresieas S = — -
Total classified aSSE1S ..vvivirrvvrieeercrneirnnnens £9,665 $7.015 $2,056 -

Other than disclosed in the above tables, there are no other loans that management has serious doubts about the
ability of the borrowers to comply with the present loan repayment terms.
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Loan Delinquencies. The following table provides information about delinquencies in our loan portfolio at the
dates indicated:

2067 2006 2005 2004 2003
30-59 60-89 30-59 60-89 30-59 60-8% 30-59 60-89 30-59 60-89
December 31, Days Days Days Days Days Days Days Days Days Day:
{Dollars in thousands} Past Due _ Past Due Past Due Past Due  Past Due  Past Due  Past Due Past Due Past Due Past Due
Real estate loans:
One-to-four family............. 54,943 $2,243 $2,712 $1,281 $2,474 5859 $3,566 $1,611 $4,720 $1,452
Commercial real estate ....... 6,274 1,000 673 666 45 3 2,452 620 399 327
Residential construction ..... -~ - — - - - - - - -
Total real estate........... 11,217 3,243 3,385 1,947 2,519 862 6,018 2,231 5,119 1,779
Commercial business............. 2,212 187 5,700 - 8 1 427 108 60 19
Consumer;
Home equity lines of credit. 320 150 63 7 183 16 s3 63 153 18
Automobile loans................ 1,468 291 1,028 217 1,014 310 963 194 759 2095
Other consumer loans......... 2,458 998 2,756 1,147 2,728 1,148 2,700 1,269 2,447 1,144
Total consumer ............ 4,246 1,439 3,852 1,371 3,925 1,474 3,716 1,50 3,397 1,457
Total.ouoresiriienee... $17,675 $4.869  $12,937 $3,318 $6,452 32,337 $10,161 $3,870 $8,576 $3,285

Analysis and Determination of the Allowance for Loan Losses. The allowance for loan losses is a valuation
altowance for probable losses inherent in the loan portfolio. We evaluate the adequacy of the allowances for loan
losses balance on loans on a quarterly basis. When additional allowances are necessary, a provision for loan losses
is charged to earnings.

Our methodology for assessing the appropriateness of the allowance for loan losses consists of: (1) a specific
valuation allewance on identified problem loans; (2) a general valuation allowance on the remainder of the loan
portfolio; and (3) an unallocated component. Although we determine the amount of each element of the allowance
separately, the entire allowance for loan losses is available to absorb losses in the loan portfolio.

We evaluate all classified loans and establish a specific reserve if a determination is made that full collectibility may
not be reasonably assured. When this occurs, we consider the estimaied fair value of the underlying collateral, less
sefling costs and other market conditions. If a shortfall exists, we establish a specific allowance amount.

We gstablish a general allowance for loans that are not evaluated separately for impairment to recognize the inherent
losses associated with lending activities. This general valuation allowance is determined by segregating the loans by
loan category and assigning allowance percentages to each category. The percentages may be adjusted for
significant factors that, in management’s judgment, affect the collectibility of the portfolio as of the evaluation date.
These significant risk factors may include recent loss experience in particular segments of the portfolio, treads in
loan volumes, levels and trends in delinquent loans, changes in existing general economic and business conditions
affecting our primary lending areas, as well as other factors such as: concentrations, seasoning of the loan portfolio,
and bank regulatory examination results. The applied loss factors are reevaluated quarterly to ensure their relevance
in the current economic environment. An unallocated component covers uncertainties that could affect our estimate
of probable losses.

We identify loans that may need to be charged off as a loss by reviewing all delinquent loans, classified loans and
other loans that management may have concerns about collectibility. For individually reviewed loans, the
borrower’s inability to make payments under the terms of the loan as well as a shortfall in collateral value may result
in a write down to management’s estimate of net realizable value. Personal loans are typically charged off at 120
days delinquent.

The FDIC and Pennsylvania Department of Banking, as an integral part of their examination process, periodically

review our allowance for loan losses. The FDIC and Pennsylvania Department of Banking may require us to make
additional provisions for loan losses based on judgments different from ours.

At December 31, 2007, our allowance for loan losses represented 1.10% of total gross loans. The allowance for loan
losses increased 34.39% from December 31, 2006 to December 31, 2007, following the provision for loan losses of
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$2.5 million. The increase in the allowance reflected increases in the commercial loan portfolio by 69.32% and the
residential portfolio by 72.00%.

The following table sets forth the breakdown of the allowance for loan losses by loan category at the dates indicated:

2007 2006 2005
Amountof Loan Amountof Loan Amountof Loan
Allowance Category Allowance Category Allowance Category
Allocated asa % of Allocated asa % of Allocated asa % of
to Loan Total to Loan Total to Loan Total
December 31, (Dollars in thousands) Category  Loans _ Category  Loans  Category Loans

Real estate loans:

One-to-four family.....c.ocoeecvnine $1,763 22.69% $970 16.61% $942 17.12%
Commercial real estate............. 12,320 32.80 8,124 2438 7,261 21.48
Residential construction........... - 0.09 — 0.59 — 0.96
Total real estate.....ooeeevivrvnreenne v 14,083 55.58 9,094 41.58 8,203 39.56
Commercial bUSINESS ...cc.ovveveeereersininieeinins 4,837 6.45 1,955 5.87 1,311 1388
Consumer:
Home equity loans and lines of credit........ 2,370 18.48 2,326 22.88 2,623 22,90
Automobile loans................. 1,230 8.26 2,532 13.85 3,150 15.74
Qther consumer loans .......... 821 11.23 1,304 15.82 1,735 17.92
Total CONSUMEL....erirvrrrrrrrereenerrecessnsens 4,421 371.97 6,162 52.55 7,508 56.56
Unallocated......occoverevirninanineniisenniinsreisesenes - 157 74
Total allowance for loan losses........cccoie $23,341 100.00% $17,368 100.00% 517,096 100.00%
2004 2003
Amount of Amount of
Allowance Loan Allowance Loan
Allocated to Category as a Allocated to Category as a
Loan % of Total Loan % of Total
December 31, {Dollars in thousands) Category Loans Category Loans
Real estate loans:
One-to-four family .......cccccovrvvneivenere 5 894 17.75% $1,074 19.66%
Commercial real estate........ 6,905 17.95 5,907 13.98
Residential construction — 0.67 - 048
Total real estate..........cocerecmeemvcrirnnnns 7,799 36.37 6,981 34.12
Commercial business .......c.cccovvvviveriniineinis 1,201 3.12 892 2.11
Consumer:
Home equity loans and lines of credit....... 2,659 22.20 2,815 17.67
Automobile 10ans ..............ccccoieinineninees 3,081 16.93 3,138 18.10
Other consumer l0ans ......c.oovcernnemeerecrsanns 1,752 21.38 2,026 28.01
Total CONSUMET.........ccvivinriirsesnnenes 7,492 60.51 7,979 63.78
Unallocated.....cooveeriirnnsicmnniimnenmesnisnesnnes 649 1,092
Total allowance for loan losses................ 317,141 100.00% $16,944 100.00%

Although we believe that we use the best information available to establish the allowance for loan losses, future
adjustments to the allowance for loan losses may be necessary and our results of operations could be adversely
affected if circumstances differ substantially from the assumptions used in making the determinations. Furthermore,
while we believe we have established our allowance for loan losses in conformity with generally accepted
accounting principles, there can be no assurance that regulators, in reviewing our loan portfolio, will not require us
1o increase our allowance for loan losses. In addition, because future events affecting borrowers and collateral
cannot be predicted with certainty, there can be no assurance that the existing allowance for loan losses is adequate
or that increases will not be necessary should the quality of any loans deteriorate as a result of the factors discussed
above. Any material increase in the allowance for loan losses may adversely affect our financial condition and
results of operations.
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The following table sets forth an analysis of the allowance for loan losses for the periods indicated:

Year Ended December 31, (Dollars in thousands) 2007 2006 . 2005 2004 2003

Allowance at beginning of petiod.......cococovmvveiecviees,. 317,368 $17,096 $17,141 $16,944 $16,804
Provision for 10an 10SSes.......ccoeiivieiceeeceeeeeeevs s 2,470 1,575 1,703 2,400 2,775
Charge offs:
Real estate loans:
One-to-four family......ccooeeieccrennie e 72 44 76 42 68
Commercial real estate ....... 477 — 47 - -
Total real estate loans ... veeviee e 549 44 123 42 68
Commercial business 1oans..........c..oeeeeevivieneceer i, 188 12 110 109 120
Consumer:
Home equity lines of credit.......ccooeeecesvrccecnnvnieene 241 81 93 185 134
Automobile loans........ccoovevnirresin e 969 1,347 1,427 1,915 1,760
Other consurmer loans 444 813 1,157 904 1,554
Total consUMET L0ANS ..o vvvverrevrere s 1,654 2,241 2,677 3,004 3,448
Total charge-offS.......ccoeevieerriersiree e 2,391 2,297 2,910 3,155 3,636
Recoveries:
Real estate loans:
One-to-four family ... e e 1 36 8 59 23
Commercial real 5tate .....ovcoveeicereirrieceesris e - — 47 76 7
Total real estate I0ans ....ooooccvveeree e 1 36 55 135 30
Commercial business........ccooviviimnvvniniesnicsmriensisons ‘ - 1 8 1 20
Consumer:; ' ’
Home equity lines of eredit.........coovvroomeveeerrereeneernenne 137 123 223 90 160
Automobile 10anS.........coceiiee et 504 467 586 510 533
Other consumer JOans ... ens 237 367 290 216 258
Total CONSUMET LOANS .uvicvive it 878 957 1,099 816 951
Total FECOVETIES ...vvvrvreeeee e sere e rrene e seeeaes 879 994 1,162 952 1,001
Net charge-offs ... 1,512 1,303 1,748 2,203 2,635
Allowance acqmred from merger 5,015 - - - -
Allowance at end of period......cccovvvvvcevvenvniecnnn.. $23,341 $17,368 $17,096 $17,141 $16,944
Allowance to nonperforming loans.........coveevivennn. 143.10% 213.09% 331.32% 278.17% 252.90%
Allowance to total loans outstanding..............
at the end of the period ... 1.10% 1.03% 0.99% 1.09% 1.13%
Net charge-offs (recovenes) to average
foans outstanding during the period ........ccococoene. 0.08% 0.07% 0.10% 0.14% 0.18%

Interest Rate Risk Management. Interest rate risk is defined as the exposure to current and future earnings, and
capital that arises from adverse movements in interest rates, Depending on a bank’s asset/liability structure, adverse
movements in interest rates could be either rising or falling interess rates. For example, a bank with predominantly
long-term fixed-rate loans, and short-term deposits could have an adverse earnings exposure to a rising rate
environment. Conversely, a short-term or variable-rate asset base funded by longer-term liabilities could be
negatively affected by falling rates. This is referred to as repricing or maturity mismatch risk.

Interest rate risk also arises from changes in the slope of the yield curve (yield curve risk); from imperfect
correlations in the adjustment of rates eamned and paid on different instruments with otherwise similar repricing
characteristics (basis risk); and from interest rate related optlons embedded in the bank's assets and liabilities
{option risk).

Our goal is to manage our interest rate risk by determining whether a given movement in interest rates affects our
net income and the market value of our portfolio equity in a positive or negative way, and to execute strategies to
maintain interest rate risk within established limits.

Model Simulation Analysis. We view interest rate risk from two different perspectives. The traditional accounting
perspective, which defines and measures interest rate risk as the change in net interest income and earnings caused
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by a change in interest rates, provides the best view of short-term interest rate risk exposure. We also view interest
rate risk from an economic perspective, which defines and measures interest rate risk as the change in the market
value of portfolio equity caused by changes in the values of assets and liabilities, which were changed due to
changes in interest rates. The market value of portfolic equity, also referred to as the economic value of equity is
defined as the present value of future cash flows from existing assets, minus the present value of future cash flows
from existing liabilities.

These two perspectives give rise to income simulation and economic value simulation, each of which presents a
unique picture of our risk of any movement in interest rates. Income simulation identifies the timing and magnitude
of changes in income resulting from changes in prevailing interest rates over a short-term time horizon (usually one
year). Economic value simulation captures more information and reflects the entire asset and liability maturity
spectrum. Economic value simulation reflects the interest rate sensitivity of assets and liabilities in a more
comprehensive fashion, reflecting all future time periods. It can identify the quantity of interest rate risk as a
function of the changes in the economic values of assets and liabilities, and the equity of the Company. Both types
of simulation assist in identifying, measuring, monitoring and controlling interest rate risk and are employed by
management to ensure that variations in interest rate risk exposure will be maintained within policy guidelines,

The Asset/Liability Management Committee produces reports on a quarterly basis, which compare baseline {no
interest rate change) current positions showing forecasted net income, the economic value of equity and the duration
of individual asset and liability classes, and of equity. Duration is defined as the weighted average time to the
receipt of the present value of future cash flows. These bascline forecasts are subjected to a series of interest rate
changes, in order to demonstrate or model the specific impact of the interest rate scenario tested on income, equity
and duration. The model, which incorporates all asset and liability rate information, simulates the effect of various
interest rate movements on income and equity value. The reports identify and measure our interest rate risk
exposure present in our current asset/liability structure. If the results produce quantifiable interest rate risk exposure
beyond our limits, then the testing will have served as a monitoring mechanism to allow us to initiate asset/liability
strategies designed to reduce and therefore control interest rate risk.

The tables below set forth an approximation of our interest rate risk exposure. The simulation uses projected
repricing of assets and liabilities at December 31, 2007 and at December 31, 2006. The primary interest rate
exposure measurement applied to the entire balance sheet is the effect on net interest income and earnings of a
gradual change in market interest rates of plus or minus 200 basis points over a one year time horizon, and the effect
on economic value of equity. of gradual change in market interest rates of plus or minus 200 basis points for all
projected future cash flows. Various assumptions are made regarding the prepayment speed and optionality of
loans, investments and deposits, which are based on analysis, market information. The assumptions regarding
optionality, such as prepayments of loans and the effective maturity of non-maturity deposit products are
documented periodically through evaluation under varying interest rate scenarios.

Because prospective effects of hypothetical interest ratc changes are based on a number of assumptions, these
computations should not be relied upon as indicative of actual results. While we believe such assumptions to be
reasonable, there can be no assurance that assumed prepayment rates will approximate actual future mortgage-
backed security, collateralized mortigage obligation and loan repayment activity. Further the computation does not
reflect any actions that management may undertake in response to changes in interest rates. Management
periodically reviews its rate assumptions based on existing and projected economic conditions.
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As of December 31, 2007 (Dollars in thousands):

Basis point change in rates -200 Base Forecast +200
Net Interest Income at Risk:
Net Interest InCOme ...oovvevreveeeerisreseeenn, $110,881 $114,328 $114,645
2% CHANGE ..o e, (3.02)% 0.28%
Net Income at Risk:
NELINCOME cevveverieeriesisriieeeeeetsssiaiereen, $22,792 $25,037 - §25,253
% ChANEE ..o e e, (8.97)% 0.86%
Economic Value at Risk:
EQUity o e $587,842 $681,498 $685,901
% Change ..o, (13.74)% 0.65%

As of December 31, 2007, based on the scenarios above, net interest income, net income and economic valve would
be adversely affected over a one-year time horizon in a declining rate environment.

The net interest income at risk results indicate a slightly asset sensitive profile, which provides net interest margin
benefits in rising rate scenarios. The economic value at risk remains limited in magnitude and indicates potential
moderate exposures in increasing rate environments.

For 2007, our results indicate that we are well positioned with limited net interest income and economic value at risk
and that all interest risk results continue to be within our policy guidelines.

Liguidity Management. Liquidity is the ability to meet current and future financial obligations of a short-term
nature. Our primary sources of funds consist of deposit inflows, loan repayments, maturities of and payments on
investment securitics and borrowings from the Federal Home Loan Bank of Pittsburgh, While maturities and
scheduled amortization of loans and securities are predictable sources of funds, deposit flows and mortgage
prepayments are greatly influenced by general interest rates, economic conditions and competition.

We regularly adjust our investments in liquid assets based upon our assessment of (1) expected loan demand,
{2) expected deposit flows, (3) yields available on interest-eaming deposits and securities, and (4) the objectives of
our asset/liability management policy.

Our most liquid assets are cash and cash equivalents. The levels of these assets depend on our operating, financing,
lending and investing activities during any given period. At December 31, 2007, cash and cash equivalents totaled
$58.3 million. In addition, at December 31, 2007, we had arrangements to borrow up to $1.2 billion from the
Federal Home Loan Banks of Pittsburgh and New York. On December 31, 2007, we had $185.8 million of Federal
Home Loan Bank advances outstanding.

A significant use of our liquidity is the funding of loan originations. At December 31, 2007, we had $217.8 million
in loan commitments outstanding, which consisted of $62.1 million and $6.8 million in commercial and consumer
commitments to fund loans, respectively, $95.6 million and $37.2 million in commercial and consumer unused lines
of credit, respectively, and $16.0 million in standby letters of credit. Historically, many of the commitments expire
without being fully drawn; therefore, the total commitment amounts do not necessarily represent future cash
requirements. Another significant use of our liquidity is the funding of deposit withdrawals. Certificates of deposit
due within one year of December 31, 2007 totaled $857.6 million, or 82.28% of certificates of deposit. The large
percentage of certificates of deposit that mature within one year reflects customers” hesitancy to invest their funds
for long periods in the recent low interest rate environment. If these maturing deposits do not remain with us, we
will be required to seek other sources of funds, including other certificates of deposit and borrowings. Depending
on market conditions, we may be required to pay higher rates on such depesits or other borrowings than we
currently pay on the certificates of deposit due on or before December 31, 2008, We have the ability to attract and
retain deposits by adjusting the interest rates offered.
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The following table presents certain of our contractual obligations at December 31, 2007

Payments Due by Period

Less than One to Threeto  More Than

(Dollars in thousands) Total One Year  Three Years Five Years  Five Years
Commitments to fund 10ans..........ceveeveerrivriinnens $ 68,953 $ 62,147 h I 5 - $ 6,806
Unused lines of credit ..o 132,766 95,547 - - 37,219
Standby letters of credit......ooooeireeenn. 16,041 16,041 - - -
Operating lease obligations........oevinininrnceecs 35,638 4,641 9,286 5,099 16,612
TOD coreerveereveseennsennerseeeseesevecmseessssnssssesenenes 293,398 $178,376 $9,286 $5,099 $60,637

Qur primary investing activities are the origination and purchase of loans and the purchase of securities. Our
primary financing activities consist of activity in deposit accounts and Federal Home Loan Bank advances. Deposit
flows are affected by the overall level of interest rates, the interest rates and products offered by us and our local
competitors and other factors. We generally manage the pricing of our deposits to be competitive. Occasionally, we
offer promotional rates on certain deposit products to attract deposits. ‘

The following table presents our primary investing and financing activities during the periods indicated.

Year Ended December 31, (Dollars in thousands) 2007 2006 2005
Investing activities:
Loan purchases ... s $ ol $ (5064) $ (38,283)
LOAN OTIZINALIONS ...c..oveciseian s ssssssr e (518,897) (502,021) (661,965)
Principal repayments on loans ..., 528,703 550,048 544,164
Purchases of investment securities available-for-sale............. 2,255,047 (55,779) (61,767)
Purchases of investment securities held—to-maturity............. - {474) (555)
Proceeds from sales and maturities of investment
securities available-for-sale ..........ccvenivininnninn, 2,189,039 67,130 129,593
Proceeds from maturities, calls or repayments of
investment securities held-to-maturity.......cocooveeeceeceniis 18,167 33,162 42,345
Financing activities:
{Decrease) increase in deposits.......iininn, (123,262) 12,925 49,679
(Decrease) in Federal Home Loan Bank
BAVANCES +.eeveeeeevctiiersteeseeneetesesnesasmeemeseamsuaetssisssbasms s sbs s snases (10,800) (66,347) (82,437)
Increase (decrease) in repurchase agreements ..........ccocceee (13,777) (4,318) 78,686
Increase (decrease) in Federal Home Loan Bank ' ‘
overnight BOrmOWINES ... - (49,900) 130 -
Increase in other BOITOWINES ....ivov e, 808 7,250 —

Capital Management. We are subject to various regulatory capital requirements administered by the Federal
Deposit Insurance Corporation, including a risk-based capital measure. The risk-based capital guidelines include
both a definition of capital and a framework for calculating risk-weighted assets by assigning balance sheet assets
and off-balance sheet items to broad risk categories. At December 31, 2007, we excecded all of our regulatory
capital requirements. We are considered “well capitalized” under regulatory guidelines. See “Regulatory Capital
Compliance™ at note 14 to the Consolidated Financial Statements. '

Qur stock offering increased our equity by $328.8 million. We will manage our capital for maximum stockholder
benefit. The capital from the offering significantly increased our liquidity and capital resources. Over time, the
initial level of liquidity will be reduced as net proceeds from the stock offering are used for general corporate
purposes, including the funding of lending activities. Our financial condition and results of operations were
enhanced by the capital from the offering, resulting in increased net interest-earning assets and net income.
However, the large increase in equity resulting from the capital raised in the offering will, initially, have an adverse
impact on our return on equity. We may use capital management tools such as cash dividends and common share
repurchases. However, under Office of Thrift Supervision (“OTS”) regulations, we will not be allowed to
repurchase any shares during the first year following the offering, except: (1) in extraordinary circumstances, we
may make open market repurchases of up to 5% of our outstanding stock if we receive the prior non-objection of the
Office of Thrift Supervision of such repurchases; (2) repurchases of qualifying shares of a director or if we conduct
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an Office of Thrift Supervision-approved offer to repurchase made to all shareholders; (3) if we repurchase to fund a
restricted stock award plan that has been approved by shareholders; or (4) if we repurchase stock to fund a tax-
qualified employee stock benefit plan. All repurchases are prohibited, however, if the repurchase would reduce the
Bank’s regulatory capital below regulatory required levels. On October 2, 2007, the Company announced that its
Board of Directors authorized the Company to file a waiver request with the OTS requesting permission for the
Company to repurchase up to five percent of the outstanding shares of its common stock during the first year
following the Company’s initial public minority offering.

Off-Balance Sheet Arrangements. In the normal course of operations, we engage in a variety of financial
transactions that, in accordance with generally accepted accounting principles, are not recorded in our consolidated
financial statements. These transactions involve, to varying degrees, elements of credit, interest rate and liquidity
risk. Such transactions are used primarily to manage customers’ requests for funding and take the form of loan
commitments and lines of credit. For information about our loan commitments and unused lines of credit, see Note
19 to the Consolidated Financial Statements.

For the year ended December 31, 2007, we did not engage in any off-balance sheet transactions reasonably likely to
have a material effect on our financial condition, results of operations or cash flows.

Recent Accounting Pronouncements.

In December 2007, the Financial Accounting Standards Board (“FASB™) issued SFAS No. 141(R), “Business
Combinations which replaces SFAS No. 141, “Business Combinations”. This Statement retains the fundamental
requirements in SFAS No. 141 that the acquisition method of accounting (formerly referred to as the purchase
method) be used for all business combinations and that an acquirer be identified for each business combination.
This Statement defines the acquirer as the entity that obtains control of one or more businesses in the business
combination and establishes the acquisition date as of the date that the acquirer takes control. This Statement
requites an acquirer to recognize the assets acquired, the liabilities assumed, and any noncontrolling interest in the
acquiree at the acquisition date, measured at fair values. This Statement requires the acquirer to recognize
acquisition-related costs and restructuring costs separately from the business combination as period expense. This
Statement is effective for business combinations for which the acquisition is on or after the first annual reporting
period of the acquisition beginning on or after December 15, 2008. The adoption of this Statement will impact the
accounting and reporting of acquisitions after January 1, 2008.

In December 2007, the FASB issued SFAS No, 160 “Noncontrolling Interests in Consolidated Financial Statements
— an Amendment to Accounting Research Bulletin (“ARB™) No. 51.” This Statement established new accounting
and reporting standards that require that ownership interests in subsidiaries held by parties other than the parent be
clearly identified and presented in the consolidated statement of financial position within equity, but separate from
the parent’s equity. This Statement also requires that the amount of consolidated net income attributabie to the
patent and to the noncontrolling interest be clearly identified and presented on the face of the consolidated statement
of income. In addition, when a subsidiary is deconsolidated, any retained noncontrolling equity invesiment in the
former subsidiary shall be initially measured at fair value, with the gain or loss on the deconsolidation of the
subsidiary measured using fair value of any noncontroling equity investments rather than the carrying amount of that
retained investment. SFAS No. 160 also clarifies that changes in parent’s ownership interest in a subsidiary that do
not result in deconsolidation are equity transactions if the parent retains its expanded disclosure requirements
regarding the interests of the parent and its noncontrolling interest. This Statement is effective for fiscal years on or
after December 15, 2008. Early adoption is prohibited. The Company will evaluate the impact of adopting this
statement on the Company’s consolidated financial statements.

In November 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, “Written Loan Commitments
Recorded at Fair Value through Earnings™ (“SAB 109™) This SAB supersedes SAB No. 105, “Application of
Accounting Principles to Loan Commitments” (“SAB 105”), and expressed the current view of the staff that,
consistent with guidance in SFAS No. 156 and 159, the expected net future cash flows related to the associated
servicing of a loan should be included in the measurement of all written loan commitments that are accounted for at
.fair value through earnings. Additionally, this SAB expands SAB 105’s view that intemnally developed intangible
assets should not be recorded as part of the fair value for any written loan commitments that are accounted for at fair
value through earnings. This SAB was effective for fiscal quarters beginning after December 15, 2007. The
Company will adopt SAB 109 for any loan commitments issued or modified on or after January 1, 2008.
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In June 2007, the Emerging Issues Task Force (“EITF”) issued EITF Issue No. 06-11, “Accounting for Income Tax
Benefits of the Share-Based Payment Awards.” The Issue states that a realized income tax benefit from dividends or
dividend equivalents that are charged to retained earnings and are paid to employecs for equity classified nonvested
equity shares, nonvested equity share units, and outstanding equity share options should be recognized as an
increase to additional paid-in capital. The amount recognized in additional paid in capital for the realized income tax
benefit from dividends on those awards should be included in the pool of excess tax benefits available to absorb tax
deficiencies on share-based payment awards. This Issue was effective for fiscal years beginning after December 15,
2007, and interim periods within those fiscal years. The Company will prospectively apply this Issue to the
applicable dividends declared on or after January 1, 2008.

In May 2007, the FASB issued FSP No. FIN 48-1, “Definition of Settlement in FASB FIN 48" (“FIN 48™). FSP 48-
| amends FIN 48 to provide guidance on determining whether a tax position is “effectively settled” for the purpose
of recognizing previously unrecognized tax benefits. The concept of “effectively settled” replaces the concept of
“yltimately settled” originally issued in FIN 48. The tax position can be considered *“effectively settled” upon
completion of an examination by the taxing authority if the entity does not plan to appeal or litigate any aspect of the
tax position and it is remote that the taxing authority would examine any aspect of the tax position. For effectively
settled tax positions, the full amount of the tax benefit can be recognized. The guidance in FSP No. FIN 48-1 was
effective upon initial adoption of FIN 48. FIN 48 was effective for fiscal years beginning after December 15, 2006.
The adoption of FSP No. FIN 48-1 did not have a material impact on the Company’s financial condition and result
of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities, including an amendment of FASB Statement No. 115" (*SFAS No. 159™). SFAS No. 159 permits
entities to choose to measure many financial instruments and certain other items at fair value. This statement is
effective as of the beginning of an entity’s first fiscal year that begins afler November 15, 2007. Management does
not plan to use the fair value option the Company’s financial condition and results of operations.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)" (“SFAS No. 1587),
which requires the recognition of a plan’s over-funded or under-funded status as an asset or liability with an
offsetting adjustment to Accumulated Other Comprehensive Income (Loss) (AOCI). SFAS No. 158 requires the
determination of the fair values of a plan’s assets at a company’s year-end and recognition of actuarial gains and
losses, prior service costs or credits, and transition assets or obligations as a component of AQCI, This statement 1s
effective as of December 31, 2006. If the provisions of SFAS No. 158 had been applied as of December 31, 2005,
retained earnings would have been reduced by approximately $10.2 million before tax and approximately $6.6
million after tax. Additionally, the initial adoption of SFAS No. 158 did not have a significant impact on the
Company’s regulatory capital. For additional information on the Company’s pension and postretirement plans, see
Note 16 of the Consolidated Financial Statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 157”). SFAS No.
157 defines fair value, establishes a framework for measuring fair value under GAAP and enhances disclosures
about fair value measurements. SFAS No. 157 retains the exchange price notion and clarifies that the exchange price
is the price that would be received for an asset or paid to transfer a liability (an exit price) in an orderly transaction
between market participants on the measurement date. SFAS-No. 157 is effective for the Company’s financial
statements for the year beginning on January 1, 2008, with carlier adoption permitted. Management is currently
gvaluating the effect of SFAS No. 157 on the Company’s financial condition and results of operations.

In September 2006, the Securities and Exchange Commission (“SEC”) issued SAB No. 108 (“SAB 108”). SAB 1038
expresses the SEC Staff’s views regarding the process of quantifying financial statement misstatements. SAB 108
states that in evaluating the materiality of financial statement misstatements a corporation must quantify the impact
of correcting misstatements, including both the carryover and reversing effects of prior year misstatements, on the
current year financial statements, SAB No. 108 is effective January 1, 2007. Under certain circumstances, prior year
financial statements will not have to be restated and the effects of initially applying SAB No. 108 on prior years will
be recorded as a cumulative effect adjustment to beginning retained earnings, with disclesure of the items included
in the cumulative effect. The adoption of SAB No. 108 did not have an impact on the Company’s financial
condition and results of operations.
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In September 2006, the FASB ratified EITF Issue 06-4, “Accounting for Deferred Compensation and Postretirement
Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements.” An endorsement split-dollar
arrangement is an arrangement whereby an employer owns a life insurance policy that covers the life of an
employee and using a separate agreement endorses a portion of the policy death benefit to the insured employee’s
beneficiary. EITF No. 06-4 applies only to those endorsement split-dollar arrangements that provide a death benefit
postretirement. This EITF requires an employer recognize a liability for future benefits if, in substance, the benefit
exists. The liability would be accounted for in accordance with SFAS 106 “Employers Accounting for
Postretirement Benefits Other Than Pensions” or Accounting Principles Board (“APB”) No. 12 “Omnibus Opinion”.
The EITF’s requirement is effective for fiscal years beginning after December 15, 2007. Management is currently
evaluating the effect of EITF 06-4 on the Company’s financial condition and results of operations.

In September 2006, the Task Force reached a conclusion on EITF Issue No. 06-5, “Accounting for Purchases of Life
Insurance — Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-
4, Accounting for Purchases of Life Insurance” (“EITF 06-57). EITF 06-5 clarifies certain factors that should be
considered in the determination of the realizable asset to be reported in the statement of financial condition. EITF
06-5 is effective for fiscal years beginning after December 15, 2006. The guidance did not have a material impact
on the Company’s consolidated financial statements.

In June 2006, the FASB released FIN 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109" (“FIN 48"). FIN 48 clarifies the accounting and reporting for income taxes where interpretation
of the tax law may be uncertain. FIN 48 prescribes a comprehensive model for the financial statement recognition,
measurement, presentation and disclosure of income tax uncertainties with respect to positions taken or expected to
be taken in income tax returns. FIN 48 is effective for fiscal years beginning after December 15, 2006. The
Company adopted FIN 48 on January 1, 2007 and the initial adoption did not have a material impact on the
Company’s financial condition and results of operations as described in Note 15, Income Taxes.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets, an amendment of
FASB Statement No. 133 and 140" (“SFAS No. 156™), which permits, but does not require, an entity to account for
one or more classes of servicing rights (i.e., mortgage servicing rights, or MSRs) at fair value, with the changes in
fair value recorded in the Consolidated Statement of Operations. SFAS No, 156 is effective for years beginning
after September 15, 2006. The adoption of this standard did not have a material impact on the Company’s financial
condition and results of operations.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Instruments™ (“SFAS No.
155”), which permits, but does not require, fair value accounting for any hybrid financial instrument that contains an
embedded derivative that would otherwise require bifurcation in accordance with SFAS No. 133. The statement also
subjects beneficial interests issued by securitization vehicles to the requirements of SFAS No. 133. The statement is
effective for years beginning after September 15, 2006. This standard did not have a material impact on the
Company’s financial condition and results of operations.

Effect of Inflation and Changing Prices

The consolidated financial statements and related financial data presented in this prospectus have been prepared in
accordance with generally accepted accounting principles, which require the measurement of financial position and
operating results in terms of historical dellars without considering the change in the relative purchasing power of
money over time due to inflation, The primary impact of inflation on our operations is reflected in increased
operating costs. Unlike most industrial companies, virtually all the assets and liabilities of a financial institution are
monetary in nature. As a result, interest rates generally have a more significant impact on a financial institution’s
performance than do general levels of inflation. Interest rates do not necessarily move in the same direction or to the
same extent as the prices of goods and services.
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De I o i tteo Deloitte & Touche LLP

1700 Market Street
Philadelphia, PA 19103-3984
UsA

Tel: +1 215 246 2300
Fax: +1 215 569 2441
www.deloitte.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Beneficial Mutual Bancorp, Inc. and Subsidiaries
Philadelphia, Pennsylvania

We have audited the accompanying consolidated statements of financial condition of
Beneficial Mutual Bancorp, Inc. and subsidiaries (the "Company") as of December 31,
2007 and 2006, and the related consolidated statements of operations, changes in
stockholders' equity, and cash flows for each of the three years in the period ended
December 31, 2007. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence
supporfing the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material
respects, the financial position of Beneficial Mutual Bancorp, Inc. and subsidiaries as of
December 31, 2007 and 2006, and the results of their operations and their cash flows for
each of the three years in the period ended December 31, 2007, in conformity with
accounting principles generally accepted in the United States of America.

As discussed in Note 2, on December 31, 2006, the Company adopted the provisions of
the Statement of Financial Accounting Standards No. 158.

DM{M LLp

Philadelphia, Pennsylvania
March 31, 2008

33 Member of
Deloitte Touche Tohmatsu



Beneficial Mutual Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(Dollars in thousands, except per share amounts)

As of December 31, 2007 and 2006

ASSETS
CASH AND CASH EQUIVALENTS

Cash and due from banks

Interest-bearing deposits at other banks

Federal funds sold

Total cash and cash equivalents
INVESTMENT SECURITIES:

Available-for-sale (amortized cost of $938,835 and $337,338 at December 31, 2007 and
2006, respectively)

Held-to-maturity (estimated fair value of $111,127 and $127,233 at December 31, 2007
and 2006, respectively)

Federal Home Loan Bank stock, at cost

Total investment securities
LOANS
Allowance for loan losses
Net loans
ACCRUED INTEREST RECEIVABLE
BANK PREMISES AND EQUIPMENT, Net
OTHER ASSETS

Goodwill

Bank owned life insurance

Other intangibles

Other assets

Total other assets
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES:
Deposits:
Non-interest bearing deposits
Interest-bearing deposils
Total deposits
Borrowed funds
Other liabilities
Total liabilities
COMMITMENTS AND CONTINGENCIES (Note 19)
STOCKHOLDERS’ EQUITY:

Preferred Stock - .01 par value; 100,000,000 shares authorized, none issued or
outstanding as of December 31, 2007; none authorized issued or outstanding as of
December 31, 2006

Common Stock - $.01 par value 300,000,000 shares authorized, 82,264,600 shares
issued and outstanding as of December 31, 2007; $1.00 par value 100,000 shares
authorized, 100 shares issued and outstanding as of December 31, 2006

Additional paid-in capital

Unearned common stock held by employee stock ownership plan

Retained earnings (partially restricted)

Accumulated other comprehensive toss

Total stockholders” equity
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

See accompanying notes to consolidated financial statements.
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2007 2006
$ 53545 § 20320
4,782 252
— 502
58,327 21,074
949,795 332,940
111,986 130,357
18,814 15,544
1,080,595 478 841
2,120,922 1,688,825
(23,341) (17,368)
2,097,581 1,671,457
13,089 11,565
79,027 33,168
110,335 6,679
29,405 28,003
29,199 1,956
' 55260 47476
224,199 84,114
$§ 3557818 § 2300219
$ 242351 § 90,040
-2222.812 1,588,014
2,465,163 1,678,054
407,122 294,896
65,736 46,854
2,938,021 2,019,804
823 —
360,126 —
(30,635) —
291,360 293,157
(1,877) (12,742)
619,797 280,415
$ 3,557818 § 2300219




Beneficial Mutual Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF OPERATIONS (Dotlars in thousands, except per share amounts)
For the Years Ended December 31, 2007, 2006 and 2005

2007 2006 2005
INTEREST INCOME
Interest and fees on loans $ 117334 % 104,143 § 92,208
Interest on federal funds sold 1,613 78 382
Interest and dividends on investment securities: .
Taxable 37,885 22,160 24,087
Tax-exempt 1,062 945 414
Total interest income 157,894 127,326 117,091
INTEREST EXPENSE
Interest on deposits:
Interest bearing checking accounts 4,250 1,747 1,085
Money market and savings deposits 12,503 8,898 8,215
Time deposits 40,501 33,974 23,575
Total 57,254 44,619 32,875
Interest on borrowed funds . 16,520 18,277 18,488
Total interest expense 73,774 62,896 51,363
Net interest income 84,120 64,430 65,728
PROVISION FOR LOAN LOSSES 2,470 1,575 1,703
Net interest income after provision for loan losses 81,650 62,855 64,025
NON-INTEREST INCOME
Insurance commission income 5,223 4,278 4,001
Service charges and other income 9,053 5,581 5,791
Impairment charge on securities available-for-sale (1,192) — —
Gains on sale of investment securities available-for-sale 288 672 1,070
Total non-interest income 13,372 10,531 10,862
NON-INTEREST EXPENSE
Salaries and employee benefits 51,118 34412 32,589
Contribution to the Foundation 9,995 — —
Occupancy expense 9,367 7,566 7,339
Depreciation, amortization and maintenance 6,970 5,269 5,093
Advertising 4,507 2,049 . 1,994
Intangible amortization expense 3,434 426 408
Other 15,641 9,717 9,538
Total non-interest expense -+ 101,032 59,439 56,961
{Loss} income before income taxes (6,010) 13,947 17,928
INCOME TAX (BENEFIT) EXPENSE {4,465) 2,322 4,728
Net (loss) income $ (1,545) % 11,625 § 13,200
NET {LOSS} EARNINGS PER SHARE - Basic and Diluted 3 (0.03) % 025 8§ 0.29
Average common shares outstanding - Basic and Diluted 61,374,792 43,792,775 45,792,775
Dividends per share (1) § 001 § — 3 —

(1) Reflects dividends paid to Beneficial Savings Bank MHC, in April 2007, prior to Beneficial Mutual Bancorp’s minority
stock offering in July 2007, '

See accompanying notes to consolidated financial statements.
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Beneficial Mutual Bancorp, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY

{Dollars in thousands, except per share amounts)

For the Years Ended December 31, 2007, 2006 and 2005

Common Accumulated
Additional Stock Other Total

For the Years Ended Number Common Paid in held by Retained Comprehensive Stockholders  Comprehensive
December 31, 2007, 2006 and 2005 of Shares Stock Capital ESOP Earnings  Income (Loss) Equity Income
BEGINNING BALANCE, JANUARY 1, 2005 ° $267.414 $2,702 $270,116
Net income 13,200 13,200 313,230
Net unrealized gain on available-for-sale

securities arising during the year {net of tax

benefit of $2,781) {5,166) (5,166) (5,136)
Reclassification adjustment for net gains

included in net income (net of tax of $375) (696) (696) (646}
Other - Increase due to merger with Northwood

Savings 918 918 918
Comprehensive income : 38,256
BALANCE, DECEMBER 31, 2005 100 $ - 3 - $ - $281,532 $(3,160) $278,372
Net income $11,625 ' $11,625 311,605
Net unrealized gain on available-for-sale

seécurities arising during the year (net of

deferred tax of $593) 1,101 1,101 1,101
Reclassification adjustment for net gains

Included in net income (net of tax of $235) {436) (436) (456}
Comprehensive income $12,200
Adjust to initially apply SFAS No. 158, net of

tax (10,247) (10,247}
BALANCE, DECEMBER 31, 2006 . 100 $ - 8 - $ — 3293157 $(12,742) $280,415
Net loss _ (31,545) {$1,545) ($1,525)
Stock dividend of 45,792,675 shares to

Beneficial Savings Bank MHC 45,792,675
Sale of 23,606,625 shares of common steck

in initial public offering and issuance of

950,000 shares to The Beneficial Foundaticn 24,556,625 $704 $241,166 241,870
Issuance of 11,915,200 shares in connection

with FMS Financial Corporation acquisition 11,915,200 119 119,033 119,152
Unallocated ESOP shares committed to

employees (532,248} {32,248)
ESOP shares committed to be released (73) 1,613 1,540
Net unrealized gain on available-for-sale

securities arising during the year (net of

deferred tax of $3,161) 9,032 9,032 2,032
Reclassification adjustment for net gains

included in net income (net of tax of $101) (187) (187) (187)
Reclassification adjustment for other-than-

temporary impairment {net of tax benefit

of $417) 775 775 775
Pension, other post retirement and

postemployment benefit plan adjustments

(net of tax of $670) 1,245 1,245 1,243
Comprehensive income $9,3200
Cash dividend ) (252) (252) .
BALANCE, DECEMBER 31, 2007 82,264,600 $823 $360,126 $(30,635)  $291,360 $(1,877) $619,797

See accompanying notes to consolidated financial statements.
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Beneficial Mutual Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS (dolars in thousands}

For the Years Ended December 31, 2007, 2006 and 2005

2007 2006 2005
OPERATING ACTIVITIES:
Net income (loss) §  (1,545) § 11,625 $ 13,200
Adjustments to reconcile net income/(loss) to net cash provided by operating
activities:
Contribution of stock to The Beneficial Foundation 9,491 — —
Provision for loan losses 2470 1,575 1,703
Depreciation and amortization 4,563 3,520 3,522
Intangible amortization 3,434 426 408
Impairment charge 1,192
Net gain on sale of investments (288) (672) (1,070)
Accretion of discount (2,487) (285) (308)
Amortization of premium 326 417 671
Origination of loans held for sale (2,664) (R,869) {7,933)
Proceeds from sales of loans 2,941 8,634 9471
Deferred income taxes (10,648) (12,497) (14,045}
Net gain (loss) from sales of premises and equipment 162 (72) (361)
Decrease (increase) in bank owned life insurance (1,402} (2,638) 803
Changes in assets and liabilities that provided (used) cash:
Accrued interest receivable (216) (1,538) (1,361)
Accrued interest payable (266) (51 783
Income taxes payable (2912) 1,522 (887)
Other liabilities 11,150 (2,339) 5,615
Other assets 1,872 8,483 (1,855)
Net cash provided by operating activities 15,213 7,241 8,356
INVESTING ACTIVITIES:
Net cash paid in business combination (32,474) {1,000} (6,570)
Leans originated or acquired (518,988) (507,0853) (700,248)
Principal repayment on loans 528,703 550,048 544,164
Purchases of investment securities available for sale (2,255,047) (55,779) (61,767)
Purchases of investment securities held to maturity — {474) (555)
Net purchases in money market fund 43,798 (2,070} 3
Proceeds from sales and maturities of investment securities available-for-sale 2,189,039 67,130 129,593
Proceeds from maturities, calls or repayments of investment securities held-to-
maturity 18,167 33,162 42,345
Redemption of Federal Home Loan Bank stock 2,707 2,794 5,646
Net decrease/(increase) in other real estate owned 2,796 336 (207
Purchases of premises and equipment (11,473) (5,429) {5,936)
Proceeds from sale of premises and equipment 370 mn 1,163
Proceeds from other investing activities 53
Net cash (used in) provided by investing activities (32,349) 81,905 (52,369)
FINANCING ACTIVITIES:
Net decrease in borrowed funds (23,769} (113,315 (3.,621)
Net decrease in checking, savings and demand accounts (19,340} (33,6714) (94,807}
Net increase/(decrease) in time deposits (103,922 45,990 144,623
Cash dividend to parent company (252) — —
Proceeds from stock issuance 228,697 — —
Stock issuance costs 3,683 —— —
Loan to employee stock ownership plan (30,708) — —
Net cash (used in) provided by financing activities 54,389 (£00,999}) 46,195
NET INCREASE/{DECREASE) IN CASH AND CASH EQUIVALENTS 37,253 {11,853) 575
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 21,074 32,927 32,352
CASH AND CASH EQUIVALENTS, END OF YEAR $ 58,327 3 21,074 32,927
SUPPLEMENTAL DISCLOSURES OF CASH FLOW AND NON-CASH
INFORMATION:
Cash payments for interest £ 187410 $ 62,950 50,583
Cash payments of income taxes 7,239 13,861 19,641
Transfers of loans to other real estate owned 295 339 450
Issuance of commen stock for FMS Financial 119,152 — —
Fair value of tangible assets acquired 1,073,387 — —
Goodwill and identifiable intangible assets acquired 134,332 — —
Liabitities assumed and note issued 1,055,870 —

See accompanying notes to consolidated financial statements.
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Beneficial Mutual Bancorp, Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2007, 2006 and 2005

(All dollar amounts are presented in thousands, except per share data)

1. NATURE OF OPERATIONS

Beneficial Mutual Bancorp, Inc. (“the “Company”) is a federally chartered stock holding company and owns 100%
of the outstanding common stock of Beneficial Bank (the “Bank™), a Pennsylvania chartered stock savings bank. On
July 13, 2007, the Company completed its initial minority public offering and acquisition of FMS Financial
Corporation, the parent company of Farmers & Mechanics Bank (together “FMS Financial™), which are discussed in
more detail below. Following the consummation of the merger and public offering, the Company had a total of
82,264,600 shares of common stock, par value $0.01 per share, issued and outstanding, of which 36,471,825 were
held publicly and 45,792,775 were held by Beneficial Savings Bank MHC (the “MHC”), the Company’s federally
chartered mutual holding company.

At December 31, 2006, the Company was wholly owned by the MHC and had 100 shares of common stock, par
value $1.00 per share, outstanding.

The Bank offers a variety of consumer and commercial banking services to individuals, businesses, and nonprofit
organizations through 72 offices throughout the Philadelphia and Southern New Jersey area. The Bank is supervised
and regulated by the Pennsylvania Department of Banking and the Federal Deposit Insurance Corporation (the
“FDIC”). The Office of Thrift Supervision (the “OTS") regulates the Company and the MHC. The deposits of the
Bank are insured by the Deposit Insurance Fund of the FDIC.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation and Basis of Presentation — The consolidated financial statements include the accounts
of the Company and its wholly owned subsidiaries and two variable interest entities (“VIE™) where the Company is
the primary beneficiary. The financial statements include the Bank and its wholly owned subsidiaries. The Bank’s
wholly owned subsidiaries are as follows: Beneficial Advisors, LLC, which offers non-deposit products, Neumann
Corporation, a Delaware corporation, which was formed for the purpose of managing certain investment securities,
Beneficial Insurance Services, LL.C, which was formed to provide insurance services to individual and business
customers and BSB Union Corporation, a leasing company. All subsidiaries of the Company enhance or support the
traditional banking services provided by the Bank. All intercompany accounts and transactions have been
eliminated. In addition, VIE's were consolidated in the financial statements. See Note 23 for further discussion.
Under Statement of Financial Accounting Standards (“SFAS™) No. 131, “Disclosures about Segments of an
Enterprise and Related Information,” the Company determined it operates in one reporting segment which is
community banking, While the company monitors revenue on varicus products and services, the operations and
financial performance is evaluated on a company wide basis. Accordingly, all financial operations are included in
ong reportable segment.

Prior to the issuance of its 2006 consolidated financial statements in its Registration Statement on Form S-1 initially
filed with the Securities and Exchange Commission on March 14, 2007, the Company identified an error in the
presentation of investment securities, specifically certain money market mutual funds. These money market mutual
funds had been classified as cash and cash equivalents on the consolidated balance sheet as of December 31, 2606.
The effect of correcting this error in the presentation of money market mutual funds was to increase investment
securities by $2.1 million and decrease cash and cash equivalents by $2.1 million. In addition, the Company
identified an error in the 2006 presentation of Non-interest bearing deposits. The Company determined that certain
non-traditional deposit accounts should have been classified as non-interest bearing deposits, instead of being
presented as other liabilities as of December 31, 2006. The effect of correcting this error in the presentation of non-
traditional deposit accounts was to increase non-interest bearing deposits by $10.2 million and reduce other
liabilities by $10.2 million. The Company has corrected the corresponding presentation in the consolidated
statement of cash flows.

38




Use of Estimates in the Preparation of Financial Statements — These consolidated financial statements are
prepared in conformity with accounting principles generally accepted in the United States of America (“GAAP”).
The preparation of the consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of income and expenses during
the reporting period. The significant estimates include the allowance for loan losses, goodwill, other intangible
assets and deferred tax asset valuation allowance. Actual results could differ from those estimates and assumptions.

Investment Securities - The Company classifies and accounts for debt and equity securities as follows:

Held-to-Maturity - Debt securities that management has the positive intent and ability to hold to maturity are
classified as “held-to-maturity” and are recorded at amortized cost. Premiums are amortized and discounts are
accreted using the interest method over the estimated remaining term of the underlying security.

Available-for-Sale — Debt securities that will be held for indefinite periods of time, including equity securities with
readily determinable fair values, that may be sold in response to changes to market interest or prepayment rates,
needs for liquidity, and changes in the availability of and the yield of alternative investments, are classified as
“available-for-sale”” and recorded at fair value, with unrealized gains and losses excluded from earnings and reported
net of tax in other comprehensive income., Realized gains and losses on the sale of investment securities are
recorded as of trade date and reported in the consolidated statements of income and determined using the adjusted
cost of the specific security sold.

In accordance with Financial Accounting Standards Board (“FASB”) Staff Position 115-1/124-1, “The Meaning of
Other-Than-Temporary Impairment and its Application to Certain Investments”, the Company evaluates its
securities portfolio for other-than-temporary impairment throughout the year. Each investment, which has an
indicative market value less than the book value is reviewed on a quarterly basis by management. Management
considers at a minimum the following factors that, both individually or in combination, could indicate that the
decline is other-than-temporary: (1) the length of time and the extent to which the fair value has been less than book
value, (2) the financial condition and the near-term prospects of the issuer, and (3) the intent and ability of the
Company to retain its investment in the issuer for a period of time sufficient to allow for any anticipated recovery in
fair value. Among the other factors that are considered in determining intent and ability is a review of capital
adequacy, interest rate risk profile and liquidity position of the Company. Declines in the fair value of held-to-
maturity and available-for-sale securities below their cost that are deemed to be other-than-temporary are reflected
in eamnings as realized losses. During 2007, the Company recorded an other-than-temporary impairment charge of
$1.2 million as described in Note 6.

The Company invests in Federal Home Loan Bank of Pittsburgh and New York (“FHLB”) stock as required to
support borrowing activities as detailed in Note 13. The Company reports its investment in FHLB stock at cost in
the consolidated statements of financial condition.

Loans — The portfolio consists of personal loans, business loans and residential mortgage loans. Personal loans
consist primarily of home equity loans and automobile loans. Business loans include commercial real estate loans.
The residential mortgage portfolio includes loans secured primarily by first liens on one-to-four family residential
properties. Loan balances are stated at their principal balances, net of unamortized fees/costs,

Origination fees, net of certain direct origination costs, on real estate and business loans, as well as deferred
commission expenses on indirect personal loans are deferred and the balance is amortized to income as a yield
adjustment over the life of the loans using the interest method.

Personal loans are typically charged off at 120 days delinquent. Business loans are placed on nonaccrual when the
loan is 90 days delinquent unless the credit is well secured and in the process of collection. Business loans are
charged off when the loan is deemed uncollectible. Residential mortgage loans are typically placed on nonaccrual
only when the loan becomes 90 days delinquent and is not well secured and in the process of collection. In all cases,
loans are placed on nonaccrual or charged off at an earlier date if collection of principal or interest is considered
doubtful.
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All interest accrued but not collected for loans placed on nonaccrual or charged off is charged to interest income.
Payments received on nonaccrual loans are generally applied first to principal balances and then to interest income.
Loans are returned to accrual status when all of the principal and interest amounts contractually due are reasonably
assured of repayment within a reasonable time frame.

Allowance for Loan Losses — The allowance for loan losses is determined by management based upon past
experience, evaluation of estimated loss and impairment in the loan portfolio, current economic conditions and other
pertinent factors. The allowance for loan losses is maintained at a level that management considers adequate to
provide for estimated losses and impairment based upon an evaluation of known and inherent risk in the loan
portfolio, Loan impairment is evaluated based on the fair value of collateral or estimated net realizable value.
While management uses the best information available to make such evaluations, future adjustments to the
allowance may be necessary if economic conditions differ substantially from the assumptions used in making the
evaluations.

Loans acquired by the Company through a purchase business combination are evaluated for possible credit
impairment. Reduction to the carrying value of the acquired loans as a result of credit impairment is recorded as a
purchase accounting adjustment, The Company does not carry over the acquired company’s allowance for loan and
lease losses on impaired loans, nor does the Company add to its existing allowance for the acquired loans as part of
purchase accounting.

The allowance for loan losses is established through a provision for loan losses charged to expense which is based
upon past loan and loss experience and an evaluation of estimated losses in the current loan portfolio, including the
evaluatton of impaired loans.

tnder SFAS No. 114, “Accounting by Creditors for Impairment of a Loan- an amendment of FASB Statements No.
5 and 157, a loan is considered to be impaired when, based upon current information and events, it is probable that
the Company will be unable to collect all amounts due according to the contractual terms of the loan. An
insignificant delay or insignificant shortfall in amount of payments does not necessarily result in the loan being
identified as impaired. The measurement is based either on the present value of expected future cash flows
discounted at the loan’s effective interest rate, or the fair value of the collateral if the loan is collateral-dependent.
Impairment losses are included in the provision for loan losses.

Mortgage Banking Activities - The Company originates mortgage loans held for investment and for sale. At
origination, mortgage loans are identified as either held for sale or held for investment. Mortgage loans held for sale
are carried at the lower of cost or forward committed contracts (which approximates market), determined on a net
aggregate basis.

The Company originates mortgage loans for sale to institutional investors. In accordance with SFAS No. 156,
“Accounting for Servicing of Financial Assets- an amendment of FASB Statement No. 1407, the cost of the loan
sold is allocated between the servicing rights, the retained portion of the lean and the sold portion of the loan based
on the relative fair values of each. The fair value of the loan servicing rights is determined by valuation techniques.
The mortgage servicing rights are reviewed for impairment on a quarterly basis.

The servicing asset or liability is amortized in proportion to and over the period of estimated net servicing income.
At December 31, 2007 and 2006, mortgage servicing rights totaling $0.5 million and $0.5 million, respectively,
were included in Other Assets in the consolidated statements of financial condition.

At December 31, 2007 and 2006, loans serviced for others totaled $70.2 million and $71.7 million, respectively.
Servicing loans for others consists of collecting mortgage payments, maintaining escrow accounts, disbursing
payments to investors, and processing foreclosures. Loan servicing income is recorded when eammed and includes
servicing fees from investors and certain charges collected from borrowers, such as late payment fees. The
Company had fiduciary responsibility for related escrow and custodial funds aggregating approximately $1.0 million
and $0.9 million at December 31, 2007 and 2006, respectively.
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Bank Premises and Equipment — Bank premises and equipment are stated at cost less accumulated depreciatio'n.
Depreciation is calculated using a straight-line method over the estimated useful lives of 10 to 40 years for buildings
and 3 to 20 years for furniture, fixtures and equipment. Leasehold improvements are amortized using the straight-
line method over the terms of the respective leases or the useful lives of the respective assets, whichever is less.

Real Estate Owned - Real estate owned includes properties acquired by foreclosure or deed in-lieu of foreclosure
and premises no longer used in operations. These assets are initially recorded at the lower of carrying value of the
loan or estimated fair value less selling costs at the time of foreclosure and at the lower of the new cost basis or net
realizable value thereafter. Losses arising from foreclosure transactions are charged against the allowance for loan
losses. The amounts recoverable from real estate owned could differ materiatly from the amounts tsed in arriving at
the net carrying value of the assets at the time of foreclosure because of future market factors beyond the control of
the Company. Costs relating to the development and improvement of real estate owned properties are capitalized
and those relating to holding the property are charged to expense. Real estate owned is periodically evaluated for
impairment and reductions in carrying value are recognized in the consolidated statements of operations.

Income Taxes - Deferred income taxes are recognized for the tax consequences of “temporary differences” by
applying enacted statutory tax rates applicable to future years to differences between the financial statement carrying
amounts and the tax basis of existing assets and liabilitics. The effect on deferred taxes of a change in tax rates is
recognized in income in the period that includes the enactment date. " A deferred tax liability is recognized for
temporary differences that will result in taxable amounts in future years. A deferred tax asset is recognized for
temporary differences that will result in deductible amounts in future years and for carryforwards. A valuation
allowance is recognized if, based on the weight of available evidence, it is more llkely than not that some portion or
all of the deferred tax asset will not be realized.

Goodwill and Other Intangibles - Net assets of companies acquired in purchase transactions are recorded at fair
value at the date of acquisition and, as such, the historical cost basis of individual assets and liabilities are adjusted
to reflect their fair value. Definite lived intangibles are amortized on an accelerated or straight-line basis over the
period benefited. In accordance with SFAS No. 142, goodwill is not amortized but is reviewed for potential
impairment on an annual basis, or if events or circumstances indicate a potential impairment, at the reporting unit
level. The impairment test is performed in two phases. The first step of the goodwill impairment test compares the
fair value of the reporting unit with its carrying amount, including goodwill. If the fair value of the reporting unit
exceeds its carrying amount, goodwill of the reporting unit is considered not impaired; however, if the carrying
amount of the reporting unit exceeds its fair value, an additional procedure must be performed. That additional
procedure compares the implied fair value of the reporting unit’s goodwill in accordance with SFAS No. 142 with
the carrying amount of that goodwill. An impairment loss is recorded to the extent that the carrying amount of
goodwill exceeds its implied fair value. In 2007 and 2006, goodw1ll was tested for impairment and no impairment
charges were recorded.

Other intangible assets subject to amortization are evaluated for impairment in accordance with SFAS No. 144
“Accounting for the Impairment or Disposal of Long-Lived Assets”. An impairment loss will be recognized if the
carrying amount of the intangible asset is not recoverable and exceeds fair value. The carrying amount of the
intangible is considered not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from
the use of the asset. At December 31, 2007, intangible assets included customer relationships and other related
intangibles that are amortized on a straight-line basis using estimated lives of nine yeals for customer relationships
and two to four years for other intangibles.

Cash Surrender Value of Life Imurance The Company funds the purchase of-insurance policies on the lives of
certain officers and employees of the Company The Company has recognized any increase in cash surrender value
of life insurance, net of insurance costs in the consohdated statements of operations.

Comprehensive Income — The Company presents as a component of comprehensive income amounts from

transactions and other events currently excluded from the consohdated statements of operations and recorded
directly to retamed earnings.
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Postretirement Benefits — The Company currently provides certain postretirement benefits to qualified retired
employees. These postretirement benefits principally pertain to health insurance coverage. The cost of such
benefits are accrued during the years the employee provides service.

Accounting for Derivatives - The Company’s derivative instruments outstanding during the years ended December
31, 2007 and 2006 included commitments to fund loans held for sale and forward loan sale arrangements.
Currently, the Company does not have any embedded derivatives that require bifurcation and does not employ
hedging activities.

Consolidation of Variable Interest Entities - At December 31, 2007 and 2006, the assets and liabilities of the
Company’s investment as a limited partner in partnerships that sponsor affordable housing projects utilizing low-
income housing tax credits pursuant to Section 42 of the Internal Revenue Code (“LIHTC investments™) have been
consolidated in accordance with FASB Interpretation No. 46 (Revised December 2003), “Consolidation of Variable
Interest Entities, an interpretation of Accounting Research Bulletin (“ARB”) No. 51”. The Company’s involvement
in variable interest entities is further described in Note 23.

Emplayee Stock Ownership Plan (“ESOP”)- The Company accounts for its ESOP based on guidance from
American Institute of Certified Public Accountants ("AICPA™) Statement of Position (“SOP”) 96-3 “Employer’s
Accounting for Employee Stock Ownership Plans.” Shares are released to participants proportionately as the loan is
repaid, If the Company declares a dividend, the dividends on the allocated shares would be recorded as dividends
and charged to retained earnings. Dividends declared on common stock held by the ESOP and not allocated to the
account of a participant can be used to repay the loan. Ailocation of shares to the ESOP participants is contingent
upon the repayment of the loan to the Company.

Cash and Cash Eguivalents - For purposes of the consolidated statements of cash flows, cash and cash equivalents
include cash and balances due from banks and federal funds sold.

Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141(R), “Business Combinations” which replaces SFAS No. 141,
“Business Combinations™ (“SFAS No. 141™). This Statement retains the fundamental requirements in SFAS No.
141 that the acquisition method of accounting (formerly referred to as the purchase method) be used for all business
combinations and that an acquirer be identified for each business combination. This Statement defines the acquirer
as the entity that obtains control of one or more businesses in the business combination and establishes the
acquisition date as of the date that the acquirer takes control. This Statement.requires an acquirer to recognize the
assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree at the acquisition date,
measured at fair values. This Statement requires the acquirer to recognize acquisition-related costs and restructuring
costs separately from the business combination as period expense. This Statement is effective for business
combinations for which the acquisition is on or after the first annual reporting period of the acquisition beginning on
or after December 15, 2008. The adoption of this Statement will impact the accounting and reporting of acquisitions
_after January 1, 2009,

In December 2007, the FASB issued SFAS No. 160 “Noncontrolling Interests in Consolidated Financial Statements
—an Amendment to ARB No. 51.” This Statement established new accounting and reporting standards that require
that ownership interests in subsidiaries held by parties other than the parent be clearly identified and presented in the
consolidated statement of financial position within equity, but separate from the parent’s equity. This Statement
also requires that the amount of consolidated net income attributable to the parent and to the noncontrolling interest
be clearly identified and presented on the face of the consolidated statement of income. In addition, when a
subsidiary is deconsolidated, any retained noncontrolling equity investment in the former subsidiary shall be initially
measured at fair value, with the gain ar loss on the deconsolidation of the subsidiary measured using fair value of
any noncontrolling equity investments rather than the carrying amount of that retained investment, SFAS No. 160
also clarifies that changes in parent’s ownership interest in a subsidiary that do not result in deconsolidation are
equity transactions if the parent retains its expanded disclosure requirements regarding the interests of the parent and
its noncontrolling interest. This Statement is effective for fiscal years on or after December 15, 2008. Early
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adoption is prohibited. The Company will evaluate the impact of adopting this Statement on the Company’s
consolidated financial statements.

In November 2007, the SEC issued Staff Accounting Bulletin (“SAB”) No. 109, “Written Loan Commitments
Recorded at Fair Value through Eamings” (“SAB 109”). This SAB supersedes SAB No. 105, “Application of
Accounting Principles to Loan Commitments” (“SAB 105”), and expresses the current view of the staff that,
consistent with guidance in SFAS No. 156 and 159, the expected net future cash flows related to the associated
servicing of a loan should be included in the measurement of all written loan commitments that are accounted for at
fair value through earnings. Additionally, this SAB expands SAB 105’s view that internally-developed intangible
assets should not be recorded as part of the fair value for any written loan commitments that are accounted for at fair
value through earnings. This SAB was effective for fiscal quarters beginning after December 15, 2007. The
Company will adopt SAB 109 for any loan commitments issued or modified on or after January 1, 2008.

In June 2007, the Emerging Issues Task Force (“EITF”) issued EITF Issue No. 06-11, “Accounting for Income Tax
Benefits of the Share-Based Payment Awards.” The Issue states that a realized income tax benefit from dividends or
dividend equivalents that are charged to retained eamnings and are paid to employees for equity classified nonvested
equity shares, nonvested equity share units, and outstanding equity share options should be recognized as an
increase to additional paid-in capital. The amount recognized in additional paid-in capital for the realized income
tax benefit from dividends on those awards should be included in the pool of excess tax benefits available to absorb
tax deficiencies on share-based payment awards. This [ssue was effective for fiscal years beginning after December
15, 2007, and interim periods within those fiscal years. The Company will prospectively apply this Issue to the
applicable dividends declared on or after January 1, 2008.

In May 2007, the FASB issued FSP No. FIN 48-1, “Definition of Settlement in FASB FIN 48.” FSP No. 48-1
amends FIN 48 to provide guidance on determining whether a tax position is “effectively settled” for the purpose of
recognizing previously unrecognized tax benefits. The concept of “effectively settled” replaces the concept of
“ultimately settled” originally issued in FIN 48. The tax position can be considered “effectively settled” upon
completion of an examination by the taxing authority if the entity does not plan to appeal or litigate any aspect of the
tax position and it is remote that the taxing authority would examine any aspect of the tax position. For effectively
settled tax positions, the full amount of the tax benefit can be recognized. The guidance in FSP No. FIN 48-1 was
effective upon initial adoption of FIN 48. FIN 48 was effective for fiscal years beginning afier December 15, 2606.
The adoption of FIN 48-1 did not have a material impact on the Company’s financial condition and results of
operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities, including an amendment of FASB Statement No. 115" (“SFAS No. 159”). SFAS No. 159 permits
entities to choose to measure many financial instruments and certain other items at fair value. This statement is
effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007, Management
adopted SFAS No. 159 on January 1, 2008 but has not elected to fair value any of the Company’s financial assets
and financial liabilities that are not currently required to be measured at fair value.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R)"”, which requires the
recognition of a plan’s over-funded or under-funded status as an asset or liability with an offsetting adjustment to
Accumulated Other Comprehensive Income (Loss) (“AOCI”). SFAS No. 158 requires the determination of the fair
values of a plan’s assets at a company’s year-end and recognition of actuarial gains and losses, prior service costs or
credits, and transition assets or obligations as a component of AQCI. This statement is effective as of December 31,
2006. Additionally, the initial adoption of SFAS No. 158 did not have a significant impact on the Company’s
regulatory capital.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS No. 157). SFAS No. 157
defines fair value, establishes a framework for measuring fair value under GAAP and enhances disclosures about
fair value measurements. SFAS No. 157 retains the exchange price notion and clarifies that the exchange price is
the price that would be received for an asset or paid to transfer a liability (an exit price) in an orderly transaction
between market participants on the measurement date. SFAS No. 157 is effective for the Company’s financial
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statements for the year beginning on January I, 2008, with earlier adoption permitted. Management is currently
evaluating the effect of SFAS No. 157 on the Company’s financial condition and results of operations.

In September 2006, the Securities and Exchange Commission (“SEC™) issued Staff Accounting Bulletin No. 108
("SAB 108”). SAB No. 108 expresses the SEC Staff’s views regarding the process of quantifying financial
statement misstatements, SAB 108 states that in evaluating the materiality of financial statement misstatements a
corporation must quantify the impact of correcting misstatements, including both the carryover and reversing effects
of prior year misstatements, on the current year financial statements. SAB 108 is effective January 1, 2007. Under
certain circumstances, prior year financial statements will not have to be restated and the effects of initially applying
SAB 108 on prior years wili be recorded as a cumulative effect adjustment to beginning retained earnings, with
disclosure of the items included in the cumulative effect. The adoption of SAB 108 did not have an impact on the
Company’s financial condition and results of operations.

In September 2006, the FASB ratified EITF Issue No.06-4, “Accounting for Deferred Compensation and
Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements” (“EITF No. 06-4") An
endorsement split-dollar arrangement is an arrangement whereby an employer owns a life insurance policy that
covers the life of an employee and using a separate agreement endorses a portion of the policy death benefit to the
insured employee’s beneficiary. EITF 06-4 applies only to those endorsement split-dollar arrangements that provide
a death benefit postretirement. This EITF requires an employer recognize a hLability for future benefits if, in
substance, the benefit exists. The liability would be accounted for in accordance with SFAS No. 106 “Employers
Accounting for Postretirement Benefits Other Than Pensions” (“SFAS No. 106™) or Accounting Principles Board
(“APB”) No. 12 “Omnibus Opinion”, The EITF’s requirement is effective for fiscal years beginning after
December 15, 2007. Management is currently evaluating the effect of EITF 06-4 on the Company’s financial
condition and results of operations.

[n September 2006, the Task Force reached a conclusion on EITF Issue No. 06-5, “Accounting for Purchases of Life
Insurance — Determining the Amount That Could Be Realized in Accordance with FASB Technical Bulletin No. 85-
4, Accounting for Purchases of Life Insurance” (“EITF 06-5"). EITF 06-5 clarifies certain factors that should be
considered in the determination of the realizable asset to be reported in the statement of financial condition. EITF
06-5 is effective for fiscal years beginning after December 15, 2006. The guidance did not have an impact on the
Company’s consolidated financial statements.

In June 2006, the FASB released FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109” (“FIN 48™). FIN 48 clarifies the accounting and reporting for income
taxes where interpretation of the tax law may be uncertain. FIN 48 prescribes a comprehensive medel for the
financial statement recognition, measurement, presentation and disclosure of income tax uncertainties with respect
to positions taken or expected to be taken in income tax returns. FIN 48 is effective for fiscal years beginning after
December 15, 2006. The Company adopted FIN 48 on January 1, 2007 and the initial adoption did not have a
material impact on the Company’s financial condition and results of operations.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets, an amendment of
FASB Statement No. 133 and 140 (“SFAS No. 156™), which permits, but does not require, an entity to account for
one or more classes of servicing rights (i.e., mortgage servicing rights, or MSRs) at fair value, with the changes in
fair value recorded in the consolidated statement of operations. SFAS No. 156 is effective for years beginning after
September 15, 2006. The adoption of this standard did not have a material impact on the Company’s financial
condition and results of operations.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Instruments” (“SFAS No.
1557), which permits, but does not require, fair value accounting for any hybrid financial instrument that contains an
embedded derivative that would otherwise require bifurcation in accordance with SFAS No. 133, The statement
also subjects beneficial interests issued by securitization vehicles to the requirements of SFAS No. 133. The
statement is effective for years beginning after September 15, 2006. This standard did not have a material impact on
the Company’s financial condition and resuits of operations,
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3 MINORITY STOCK OFFERING AND MERGERS AND ACQUISITIONS

On October 13, 2006, the Company announced that it had signed a definitive merger agreement with FMS Financial.
Under the terms of the agreement, which was approved by the Boards of Directors of both companies, the Company
conducted a minerity stock offering to the qualifying Bank depositors and the public and immediately thereafter
acquired FMS Financial. Upon completion of the merger, Farmers & Mechanics Bank was merged with and into
the Bank. The transaction closed on July 13, 2007. FMS was acquired to increase the Bank’s deposit base and its
loan portfolio, and provide the Bank with greater access to customers in New Jersey, particularly in Burlington
County, New Jersey.

In connection with the Company’s acquisition of FMS Financial, FMS Financial sharehoelders received $28.00 per
share in the form of stock, cash or a combination of cash and stock, subject to the election and proration procedures
set forth in the merger agreement. There were 11,915,200 shares of Company common stock and $64.2 million in
cash issued to former FMS Financial sharcholders upon the consummation of the acquisition. The total purchase
price was approximately $186.8 million, including $119.2 million in stock consideration, $64.1 million in cash
consideration, and $3.5 million in direct acquisition costs.

The Company is authorized to issue a total of four hundred million shares, of which three hundred million shares
shall be common stock, par value $0.01 per share, and of which one hundred million shares shall be preferred stock,
par value $0.01 per share. Each share of the Company’s common stock has the same relative rights as, and is
identical in all respects with, each other share of common stock.

[n the event the Company pays dividends to its stockholders, it will also be required to pay dividends to the MHC,
unless the MHC elects to waive the receipt of dividends. The Company declared a dividend of $0.3 million on April
13, 2007.

The Company also established The Beneficial Foundation (the “Foundation™), a charitable foundation, in connection
with the offering. The Foundation was funded by a combination of 950,000 shares of Company common stock and
$0.5 million in cash, resulting in a pre-tax non-interest expense charge of $10.0 million.

The acquisition of FMS Financial resulted in an increase of $1.2 billion to the Company’s assets, including increases
of $579.0 million of investment securities, $438.0 million of net loans, $100.0 million of goodwill, $41.3 million of
bank premises and equipment and $23.2 million of core deposit intangible. Total liabilities increased $1,1 billion,
including increases of $910.4 million of deposits, $110.7 million of securities sold under agreements to repurchase
and $25.3 million of subordinated debentures.

In accordance with the purchase method of accounting, the Company’s results of operations and cash flows for the

fiscal year ended December 31, 2007 only. reflect the former FMS Financial's results for the approximate six month
period between July 13, 2007 and the fiscal year end date of December 31, 2007.
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Presented below are the Company’s pro forma condensed consolidated statements of operations which have been
prepared as if the stock offering and business combination with FMS Financial had been consummated as of the
beginning of each of the years ended December 31, 2007 and 2006.

2007 2006
Total interest income $ 191811 § 196,021
Total interest expense 88,064 90,493
Net interest income 103,747 105,528
Provision for loan losses 2,500 1,905
Net interest income after provision for loan losses 101,247 103,623
Total non-interest income 16,282 17,694
Total non-interest expense 123,651 103,949
(Loss) income before income taxes (6,122) 17,368
Income tax (benefit) expense (3,934) 4,653
Net (loss) income 5 (2,188) § 12,715
Net (loss) earnings per share — Basic and Diluted $ (003 § (0.16)
Average common shares outstanding — Basic and Diluted 79,113,729 79,113,729

The following table summarizes the estimated fair value of FMS Financial assets acquired and liabilities assumed at
July 13, 2007:

2007

Cash and due from banks S 41,382
Interest-bearing deposits 35
- Investment securities available for sale 579,018
FHLB stock 5,977
Net loans 438,002
Premises and equipment 41,313
Core deposit intangible 23,215
Goodwill 160,049
Other assets ) 7,932
Total assets acquired 1,236,923
Deposits 910,371
Repurchase agreement 110,739
Statutory debenture 25,256
Other liabilities 7,242
Total liabilities acquired 1,053,608
Net assets acquired $183,315

At December 31, 2007, purchase price allocations had not been finalized for all items related to the FMS Financial
merger. The Company’s total value of assets that do not have finalized purchase price allocations is $7.4 million
which includes other real estate in New Jersey of $4.6 million, construction in process of $1.9 million and leasehold
improvements of $0.9 million. Additionally, two acquired impaired loans of §$1.7 million are being evaluated under
the cost recovery method under AICPA SOP 03-3 “Accounting for Certain Loans or Debt Securities Acquired in a
Transfer” (“SOP 03-3”). In subsequent periods, the nature and amount of any material adjustments made to the
initial allocation of the purchase price shall be disclosed.

On October 5, 2007, the Bank’s wholly owned subsidiary, Beneficial Insurance Services, LLC, acquired the

business of CLA Agency, Inc., a full-service property and casualty and professional liability insurance brokerage
company headquartered in Newtown Square, Pennsylvania. The acquisition was accounted for under the purchase
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method of accounting for business combinations in accordance with SFAS No. 141. Consideration for the purchase
consisted of cash, a portion of which is contingent upon the achievement of certain earnings targets. We recognized
goodwill and other intangibles as presented in Note 10, Goodwill and Other Intangibles. The acquisition of CLA is
considered immaterial for purposes of the disclosures required for SFAS No. 141,

4, EARNINGS PER SHARE

As described in Note 3, on July 13, 2007, in connection with the closing of the minority stock offering, the
Company issued 82,264,600 shares of common stock. On July 13, 2007, the 100 shares of the Company’s common
stock previously issued to the MHC in connection with the Bank’s mutual holding company reorganization in 2004
were replaced with 45,792,775 shares, representing 55.67% of the shares of the Company’s outstanding common
stock. The remaining shares were sold to the public, issued to former FMS Financial shareholders in connection
with the Company’s acquisition of FMS Financial and contributed to the Foundation.

The replacement of the MHC shares is analogous to a stock split or significant stock dividend. Therefore, the
earnings per share information is calculated by giving retroactive application to the periods presented of the
weighted average number of MHC shares outstanding on the minority offering’s July 13, 2007 closing date.

The following table presents a calculation of basic and diluted earnings per share for the years ended December 31,
2007, 2006 and 2003, respectively. Eamings per share is computed by dividing net income available to common
shareholders by the weighted average number of shares of common stock outstanding,

For the Year Ended December 31,

2007 2006 2005
Basic and diluted (loss) earnings per share:
Net (loss) income available to common shareholders 3 (1,545) § 11,625 § 13,200
Average common shares outstanding 61,374,792 45,792,775 . 45,792,775
Net (loss) earnings per share $ (0.03) $ 025 % 0.29

3. CASH AND DUE FROM BANKS

The Bank is required to maintain average reserve balances in accordance with federal requirements. Cash and due
from banks in the consolidated statements of financial condition include $7.7 million and $2.6 million at December
31, 2007 and 2006, respectively, relating to this requirement,

Cash and due from banks also includes fiduciary funds of $1.3 million and $!.4 million at December 31, 2007 and
2006, respectively, relating to insurance services.

At December 31, 2007, $2.8 million of proceeds from a sale of other real estate owned was held by a Qualified

Intermediary to be used for the acquisition of a property, which related to the Company entering into a Like-Kind
Exchange transaction under Section 1031 of the Internal Revenue Code.
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6. INVESTMENT SECURITIES

The amortized cost and estimated fair value of investments in debt and equity securities at December 31, 2007 and

2006 are as foilows;

Equity securities

U.S. Government Sponsored Enterprise
(“GSE”) and Agency Notes

GNMA guaranteed mortgage certificates
Collateralized mortgage obligations
Other mortgage-backed securities
Municipal and other bonds

Mutual funds

Total

U.S. Government Sponsored Enterprise
{(“GSE") and Agency Notes

GNMA guaranteed mortgage certificates
Other mortgage-backed securities

Total

Available-for-Sale - 2007

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
S 9,391 $ 437 5 (26) $ 9,802
184,756 2,437 (130) 187,063
17,299 89 —_ 17,388
206,842 1,873 (2,709) 206,006
431,500 8,987 (303) 440,184
74,330 288 (392) 74,226
14,717 432 (23) 15,126

$ 938835 $§ 14543 $ (3,583) § 949,795

Held-to-Maturity - 2007

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 27498 $ 33 $ (44 § 27487
771 $ 0 (26) 745
83,717 485 {1,307) 82,895
$ 111,986 $ 518 § (1,377) § 111,127
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Available-for-Sale - 2006

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses VYalue
Equity securities $ 6,453 $ 1,252 $ {(66) 3 7,639
GSE and Agency Notes 72,644 6 (864) 71,786
GNMA guaranteed mortgage certificates 26,438 24 (114) 26,348
Collateralized mortgage obligations 144,339 118 {4,057) 140,400
Other mortgage-backed securities 53,759 203 (1,000) 52,962
Municipal and other bonds 31,632 192 (92) 31,732
Mutual funds 2,073 — — 2,073
Total § 337,338 3 1,795 5 (6,193} § 332,940
Held-to-Maturity - 2006
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
GSE and Agency Notes ] 27499 § — 5 (619) % 26,880
GNMA guaranteed mortgage certificates 912 — (31) 881
QOther mortgage-backed securities 101,946 352 (2,826) 99,472
Total $ 130,357 § 352§ (3,476) § 127,233

The Company sold available-for-sale securities of $384.9 million, $8.7 million and $32.0 million resulting in gross
realized gains of $0.9 million, $0.8 million and $1.2 million and gross realized losses of $0.6 million, $0.2 million
and $0.1 million in 2007, 2006 and 2005, respectively. The tax provision applicable to these net realized gains
amounted to $(0.9) million, $0.2 million and $0.4 million, respectively.

Due to the condition of financial institutions in the fourth quarter of 2007 and the evaluation of the near term
prospects of the issuers in relation to the severity of the decline, the Company recorded a charge related to the value
of common equity securities of various financial services companies that were deemed to be other-than-temporarily-
impaired. The Company has recognized an other-than-temporary impairment for these securities of $1.2 million in
2007.

At December 31, 2007, the Company owned 2 investments totaling $1.7 million that the Company carries at cost.
The Company has the ability and intent to hold these investments and there were no indications that these

investments were other-than-temporarily impaired at December 31, 2007.

Investments that have been in a continuous unrealized loss position for periods of less than 12 months and 12
months or longer at December 31, 2007 and 2006 are summarized in the following table:
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2007

Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
GSE and Agency Notes $ — 3 — % 63979 § 174 S 63979 § 174
Mortgage-backed
securities 8,357 14 87,931 1,621 96,288 1,635
Municipal and other bonds 28,293 376 3,075 16 31,368 392
Collateralized mortgage
obligations 37,414 408 97,324 2,300 134,738 2,708
Subtotal, debt securities 74,064 798 252,309 4,111 326,373 4,909
Equity securities 750 26 — — 750 26
Mutual Funds 347 24 — — 347 24
Total temporarily impaired
securities $ 75,161 § 848 §$252309 § 4,111 §$327470 § 4,959
2006
Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
GSE and Agency Notes $ 6,859 % 17 $ 73385 § 1,466 % 20244 § 1,483
Other mortgage-backed
securities 9,869 30 126,346 3,941 136,215 3,971
Municipal and other bonds 4,804 16 5,891 76 10,695 92
Collateralized mortgage
obligations — — 116,164 4,057 116,164 4,057
Subtotal, debt securities 21,532 63 321,786 9,540 343,318 9,603
Equity securities 1,434 66 — — 1,434 66
Total temporarily impaired
securities $22966 § 129 $321,786 § 9,540 § 344,752 § 9,669

GSE and Agency Notes

The Company’s investments in the preceding table in GSE Notes consist of debt obligations of the Federal National
Mortgage Association (“FNMA™), the Federal Home Loan Bank (“FHLB™) and the Federal Farm Credit Bank
{(“FFCB”). The Company’s investments in Government Agency Notes consist of debt obligations of the Department
of Housing and Urban Development (“HUD”). Included in the 12 months or longer are 15 securities with a loss, on
average, of .27%. The unrealized losses are due to current interest rate levels relative to the Company’s cost and not
credit quality, and because the Company has the ability and intent to hold those investments until a recovery of fair
value, which may be maturity, the Company does not consider those investments to be other-than-temporarily
impaired at December 31, 2007,

Mortgage-Backed Securities

The Company’s investments in the preceding table in mortgage-backed securities consist of fixed rate GSE
mortgage-backed securities and government agency mortgage-backed securities. Included in the less than 12
months are five securities with a loss, on average, of .17%. Included in the 12 months or longer are 32 securities
with a loss, on average, of 1.84%. The unrealized losses on the Company’s investments in mortgage-backed
securities are due to current interest rate levels relative to the Company’s cost. The contractual cash flows of those
investments in GSE mortgage-backed securities are debt obligations of the Federal Home Loan Mortgage
Corporation (“FHLMC") and the FNMA. Fannie Mae issues guaranteed mortgage pass-through certificates or MBS
certificates, which represent the beneficial ownership in a distinct pool of residential mortgage loans secured by
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single-family (one-to four-unit) dwellings, or in a pool of participation interests in loans of that type. Fannie Mae
guarantees to the MBS trust that they will supplement amounts received by the MBS trust as required to permit
timely payments of interest and principle on the certificates. They alone are responsible for making payments under
their guarantee. The certificates and payments of principle and interest on the certificates are not guaranteed by the
United States, and do not constitute a debt or obligation ‘of the United States or any of its agencies or
instrumentalities other than Fannie Mae. Freddie Mac issues and guarantees Mortgage Participation Certificates (or
“PCs™), which are securities that represent undivided beneficial ownership interests in, and receive payments from,
pools of one-to-four-family residential mortgages that are held in trust for investors. Freddie Mac guarantees the
payment of interest and principle on the PCs. They alone are responsible for making payments on their guarantee.
Principle and interest payments on the PCs are not guaranteed by and are not debts or obligations of the United
States or any federal agency or instrumentality other than Freddie Mac. The cash flows related to government
agency mortgage-backed securities are direct obligations of the U.S. Government. The decline in market value is
attributable to changes in interest rates and not credit quality, and because the Company has the ability and intent to
hold those investments until a recovery of fair value, which may be maturity, the Company does not consider those
investments to be other-than-temporarily impaired at December 31, 2007.

1

Municipal and Other Bonds

The Company’s investraents in the preceding table in this category consist of municipal bonds, corporate bonds and
trust preferred/collateralized debt obligations (“CDOs™). The municipal bonds consist of general obligation bonds
of entities located in the state of Pennsylvania. These bonds are rated AAA by S&P and/or Aaa by Moody’s. Other
bonds consist of corporate bonds and trust preferred/CDQOs, which are rated investment grade at December 31, 2007,
Included in the less than 12 months are three securities with a loss, on average, of 1.31%. Included in the 12 months
or longer are eight securities with a loss, on average of .51%. The unrealized losses on the Company’s municipal
and other bonds are due to current interest rate levels relative to the Company’s cost and not credit quality, and
because the Company has the ability and intent to hold those investments until a recovery of fair value, which may
be maturity, the Company does not consider those investments to be other—than -temporarily impaired at December
31, 2007. : ‘

Collateralized Mortgage Obligations

The Company’s investments in the preceding table in this category consist of collateralized mortgage obligations
issued by the FHLMC, the FNMA, and whole-loan mortgage-backed securities rated AAA by S&P. Included in the
less than 12 months are eight securities with a loss, on average, of 2.07%. Included in the 12 months or longer are
28 securities with a loss, on average, of 2.31%. The unrealized losses are due to current interest rate levels relative
to the Company’s cost and not credit quality, and because the Company has the ability and intent to hold those
investments until a recovery of fair value, which may be maturity, the Company does not consider those investments
to be other-than-temporarily impaired at December 31, 2007.

Equity Securities

The Company’s investments in the preceding table in equity securities consist of bank issued common stocks and
mutual funds. Included in the less than 12 months are three securities with a loss position, on average, of 4.3%. The
Company evaluated the near-term prospects of the issuers in relation to the severity and duration of the impairment.
The Company does not consider those investments to be other-than-temporarily impaired at December 31, 2007.

The amortized cost and estimated fair value of debt securities at December 31, 2007 and 2006, by contractual

maturity, are shown below. Expected maturities will differ from contractual maturities because borrowers may have
the right to call or prepay obligations.
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- 2007 2006

Amortized Estimated Amortized Estimated
Cost Fair Value Cost Fair Value
Available-for-sale: .
Due in one year or less - 3 82907 % 82,906 % 18,966 § 18,964
Due after one year through five years 44,417 44,467 61,138 60,287
Due after five years through ten years 90,323 92,431 26,716 26,760
Due after ten years . 248,281 247,492 - 141,795 137,907
Mortgage-backed securities . 448,799 457,571 80,197 79,311
Total $ 914,727 % 924,867 ., § . 328,812 . § 323,229
Held-to-maturity: . , o
Due in one year or less $ 5000 § 5013 % — 3 —
Due after one year through five years 22,498 22,474 27,499 26,880
Due after five years through ten years — — — —
Dug after ten years — —_ — —_
Mortgage-backed securities 84,488 83,640 102,858 100,353
Total $ - 111986 § 111,127 § 130,357 - § 127,233

The Company pledges securities to secure its Treasury Tax and Loan account. At December 31, 2007, securities
with an amortized cost of $7.1 million and an estimated fair value of $7.2 million were pledged. At December 31,
2006, securities with an amortized cost of $4.3 million and an estimated fair value of $4.2 million were pledged.

7. LOANS
The Company provides loans to borrowers, of which the majority of these loans are to borrowers located in the Mid-

Atlantic region. The ultimate repayment of these loans is dependent to a certain degree on the economy of this
region.
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Major classifications of loans at December 31, 2007 and 2006 are summarized as follows:

2007 2006
Real estate loans:
One-to-four family h) 479817 § 278,970
Commercial real estate 693,733 409,702
Residential construction 1,958 9,967
Total real estate loans 1,175,508 698,639
Commercial business loans 136,345 98,612
Consumer loans:
Home equity loans and lings of credit 390,762 384,370
Auto loans 174,769 232,675
Other consumer loans 237,442 265,878
Total consumer loans 802,973 882,923
Total loans 2,114 826 1,680,174
Net deferred loan costs 6,096 8,651
Allowance for loan losses (23,341) (17,368)
Loans, net b 2097581 § 1,671,457

The activity in the allowance for loan losses for the years ended December 31, 2007, 2006 and 2005, is as follows:

2007 2006 2005
Balance, beginning of ycar 3 17,368 % 17,096 $ 17,141
Provision for loan losses 2,470 1,575 1,703
Allowance purchased 5,015 — —
Charge-offs (2,391) (2,297) (2,910)
Recoveries 879 994 1,162
Balance, end of year $ 23341 § 17,368 § 17,096

The provision for loan losses charged to expense is based upon past loan and loss experiences and an evaluation of
estimated losses in the current loan and lease portfolio, including the evaluation of impaired loans. A loan is
considered to be impaired when, based upon current information and events, it is probable that the Company will be
unable to collect all amounts due according to the contractual terms of the loan. An insignificant delay or
insignificant shortfall in amount of payments does not necessarily result in a loan being identified as impaired. For
this purpose, delays less than 90 days are considered to be insignificant. As of December 31, 2007 and 2006, 100%
of the impaired loan balance was measured for impairment based on the fair value of the loans’ collateral.
Impairment losses are included in the provision for loan losses. Large groups of smaller balance homogeneous
loans are collectively evaluated for impairment, except for those loans restructured under a troubled debt
restructuring. Loans collectively evaluated for impairment include personal loans and most residential mortgage
loans, and are not included in the following paragraph.

The recorded investment in impaired loans not requiring an allowance for loan losses was $2.9 million at December
31, 2007 and $3.8 million at December 31, 2006. The recorded investment in impaired loans requiring an allowance
for loan losses was $5.2 million and $3.3 million at December 31, 2007 and 2006, respectively. At December 31,
2007 and 2006, the related allowance for loan losses associated with those loans was $2.7 million and $0.1 million,
respectively. For the years ended December 31, 2007, 2006 and 2005, the average recorded investment in these
impaired loans was $7.8 million, $3.3 million and $0.02, respectively and the interest income recognized on
impaired loans was $0.3 miltion for 2007, $0.3 million for 2006 and $0 for 2005.
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Nonperforming loans (which includes nonacerual loans and loans past 90 days or more and still accruing) at
December 31, 2007 and 2006 amounted to approximately $16.3 million and $8.2 million, respectively. The loans
include impaired loans acquired in a business combination that are accounted for under SOP 03-3. As of December
31, 2007, the impaired balance pertaining to loans accounted for under AICPA SOP 03-3 was $0.8 million.

Nonaccrual loans at December 31, 2007 and 2006 amounted to approximately $7.7 million and $0.5 million,
respectively.

Interest income on impaired loans other than nonaccrual loans is recognized on an accrual basis, Interest income on
nonaccrual loans is recognized only as collected.

In the ordinary course of business, the Company has granted loans to executive officers and directors and their
affiliates amounting to $0.4 million, $0.6 million and $0.8 million at December 31, 2007, 2006 and 2005,
respectively. The amount of repayments in respect to such loans during the years ended December 31, 2007, 2006
and 2005 totaled $0.5 million, $0.6 million and $0.7 million, respectively. There were $0.3 million, $0.3 million
and $0 of new related party loans granted during fiscal years 2007, 2006 and 2005, respectively.

8. ACCRUED INTEREST RECEIVABLE

The following table provides selected information on accrued interest receivabie at December 31, 2007 and 2006.

2007 2006
Amount % of Total Amount % _of Total
Interest-Bearing Deposits $ 8 0.05% s 28 ' 0.24%
Investment Securities ; 7,178 39.68% 2,646 22.88%
Loans 10,903 60.27% ' 8,891 76.88%
Total Accrued Interest Receivable $ 18,089 100.00% S 11,565 100.00%

9. PREMISES AND EQUIPMENT

Premises and equipment at December 31, 2007 and 2006 consist of the following:

2007 2006
Land 5 17,012 % 3,764
Bank premises -42,828 18,366
Furniture, fixtures and equipment 22,957 21,123
Leasehold improvements 10,674 10,082
Construction in progress 9,870 1,778
Total 103,341 55,113
Accumulated depreciation and amortization (24,314) (21,945)
Total S 79,027 8§ 33,168

Depreciation and amortization expense amounted to $4.6 million, $3.5 million and $3.5 million for the years ended
December 31, 2007, 2006 and 20035, respectively.
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10. GOODWILL AND OTHER INTANGIBLES

Goodwill and other intangible assets arising from the Company’s acquisition of Paul Hertel & Co., Inc., FMS
Financia! and CLA Agency, Inc. (“*CLA”™), during 2007 and 2006 were accounted for in accordance with SFAS No.
142, As required under SFAS No. 142, goodwill is not amortized but rather reviewed for impairment at least
annually. The other intangibles are amortizing intangibles, which primarily consist of a core deposit intangible,
which is amortized over an estimated useful life of ten years. As of December 31, 2007, the core deposit intangible
net of accumulated amortization totaled $20.3 million. The other amortizing intangibles, which include customer

lists, trademarks and agreements not to compete, vary in estimated useful lives from two to 13 years.

See Note 3, “Minority Stock Offering and Mergers and Acquisitions” for information regarding goodwill acquired '

in 2007.

The following table summarizes the changes in goodwill and intangibles as of the dates indicated:

Customer
Core Deposit Relationships
Goodwill Intangible and other
Balance at December 31, 2005 $ 6,679 $ —  § 2,382
Amortization — o — (426}
Balance at December 31, 2006 . 6,679 — 1,956
Additions and adjustments: )
FMS Financial Corporation acquisition 100,049 23,215
CLA acquisition 3,607 7,461
Amortization ' — (2,921) (512)
Balance at December 31, 2007 . b 110335  § 20,294 § 8,905
The following table summarizes intangible assets at December 31, 2007 and 2006:
2007 2006
Accumulated Accumulated
Gross Amortization Net Gross  Amortization Net
Amortizing Intangibles:
Core Deposits $ 23215 % (2921) § 20,294 % — 3 — § —
Customer Relationship
and Other 10,251 . . (1,346) , 8,905 2,790 (834) . 1956
Total Amortizing $ 33466 3§ (4,267) § 29,199 § 2,790 § (834) § 1,956

Aggregate amortization expense was $3.4 million, $0.4 million, and $0.4 million for the years ended December 31,
2007, 2006 and 2005, respectively. Amortization expense for the next five years is expected to be as follows:

2008 $ 5172
2009 3,525
2010 3,479
2011 3,417
2012 2,798
2013 and thereafter 10,808

For purposes of impairment testing, the goodwill and intangibles are to be assigned to a reporting unit and scgment.

There was no impairment as of December 31, 2007 and 2006,
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11. OTHER ASSETS

The following table provides selected information on other assets at December 31, 2007 and 2006:

Unconsolidated investments in affordable housing a.nfi other partnerships

Cash surrender value of life insurance
Prepaid assets
Net deferred tax asset
Other real estate
All other assets

Total other assets

12,  DEPOSITS

2007 2006
$ 7,011 % 5,004
13,235 12,392
2,525 2,304
16,485 11,954
4,797 2,809
11,107 13,013
$ 55260 § 47476

At December 31, 2007 and 2006, the weighted average cost of deposits were 3.07% and 2.82%, respectively.

Time deposit accounts outstanding at December 31, 2007 and 2006, mature as follows:

( to 6 months

7 to 12 months
13 to 24 months
Over 25 months

2007 2006
$ 579,287 5 520,725
278,269 225,369
110,890 115,109
73,856 32,703
$ 1,042,302 $ 893,906

: +
The aggregate amount of certificate accounts in denominations of one hundred thousand dollars or mare totaled

$237.3 million and $163.9 million at December 31, 2007 and 2006, respectively. Deposits in excess of one hundred

thousand dollars are not generally insured by the Deposit Insurance Fund of the FDIC.

Deposits consisted of the following major classifications at December 31, 2007 and 2006:

Non interest-bearing deposits
Interest-earning checking accounts
Money market accounts
Savings accounts
Time deposits

Total deposits -

., % of total

% of total

2007 assets 2006 assets
$ 2427351 6.81% $ 90,040 391%
389,812 10.96% 162,955 7.08%
376,300 10.58% 281,044 12.22%
414,398 11.65% 250,109 10.87%
- 1,042,302 29.30% 893.906 38.86%
$ 2,465,163 - 69.29% $ 1,678,054 72.95%
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13. BORROWED FUNDS

A summary of borrowings is as follows:

December 31,
2007 2006
Federal Funds purchased 3 8,050 3 7,250
FHLB advances 185,750 196,550
Repurchase agreements 185,562 88,600
FHLB overnight borrowings — —
Statutory trust debenture 25,264 —
Other 2,496 2,496
Total borrowings § 407,122 § 294,896

Advances from the FHLB bear fixed interest rates with remaining periods until maturity, summarized as follows:

December 31,

2007 2006
Due in one year or less 5 51,000 § 43,300
Due after one year through five years 104,750 118,250
Due after five years through ten years 30,000 35,000
Total b 185,750  § 196,550

Included as “FHLB advances™ at December 31, 2007 and 2006 in the above table are FHLB borrowings whereby
the FHLB has the option at predetermined times to convert the fixed interest rate to an adjustable rate tied to the
London Interbank Offered Rate (LIBOR). If the FHLB converts the interest rate, the Company would have the
option to prepay these advances without penalty. These advances are included in the periods in which they mature.
At December 31, 2007, $124.8 million, or 67.19% of the FHLB advances, are convertible at the option of the
FHLB, of which $109.8 million are convertible in 2008,

FHLB advances are collateralized under a blanket collateral lien agreement.

The Company enters into sales of securities under agreements to repurchase. These agreements are recorded as
financing transactions, and the obligation to repurchase is reflected as a liability in the consolidated statements of
financial condition. The dollar amount of securities underlying the agreements remains recorded as an asset and
carried in the Company’s securities portfolio.

At December 31, 2007 and 2006, outstanding repurchase agreements were $185.6 million and $88.6 million,
respectively, with a weighted average maturity of 4.03 and 2.14 years, respectively, and a weighted average cost of
4.77% and 4.93%, respectively. The average balance of repurchase agreements during the year ended December 31,
2007 and 2006 was $129.7 million and $101.9 million, respectively. The maximum amount outstanding at any
month end period during 2007 and 2006 was $205.6 million, and $125.4 million, respectively.

At December 31, 2007 and 2006, outstanding repurchase agreements were secured by GSE Notes and GSE
Mortgage-Backed Securities. At December 31, 2007 and 2006, the market value of the securities held as collateral
for repurchase agreements was $239.4 million and $93.6 million, respectively.

The Company assumed FMS Financial’s obligation to the FMS Statutory Trust II (the “Trust™} as part of the
acquisition of FMS Financial on July 13, 2007, The Company’s debentures to the Trust as of December 31, 2007
were $25.8 million. The fair value of the debenture was recorded as of the acquisition date at $25.3 million. The
difference between market value and the Company’s debenture is being amortized as interest expense over the
expected life of the debt.
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The Trust issued $25.8 million of floating rate capital securities and $0.8 million of common securities to the
Company. The Trust’s capital securitics are fully guaranteed by the Company’s debenture to the Trust. The
Company has recorded its investment in the capital securities in the other asset section of the statement of condition.

As of December 31, 2007, the rate was 6.57%. The debentures are redeemable at the Company’s option any time
after June 2011. The redemption of the debentures would result in the mandatory redemption of the Trust’s capital
and common securities at par. The statutory trust debenture is wholly owned by the Company, however under FIN
46 it is not a consolidated entity.

14. REGULATORY CAPITAL REQUIREMENTS

The Bank is subject to various regulatory capital requirements administered by state and federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary,
actions by regulators that, if undertaken, could have a direct material effect on the Bank’s financial statements.
Under capital adequacy guidelines and the regulatory framework for prompt corrective action, the Bank must meet
specific capital guidelines that involve quantitative measures of the Bank’s assets, liabilities and certain off-balance-
sheet items as calculated under regulatory accounting practices. The Bank’s capital amounts and classification are
also subject to qualitative judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Bank to maintain minimum
amounts and ratios (set forth in the table below) of total and Tier 1 capital (as defined in the regulations) to risk
weighted assets (as defined), and of Tier 1 capital (as defined) to average assets (as defined). Management believes
that, as of December 31, 2007 and 2006, the Bank met all capital adequacy requirements to which it was subject.

As of December 31, 2007, the most recent date for which information is available, the FDIC categorized the Bank as
well capitalized under the regulatory framework for prompt corrective action. To be categorized as well capitalized,
the Bank must maintain minimum total risk-based, Tier | risk-based, and Tier | leverage ratios as set forth in the
table. There are no conditions or events that management believes have changed the Bank’s categorization since the
most recent notification from the FDIC.

The Bank’s actual capital amounts and ratios (under rules established by the FDIC) are presented in the following
table:

To Be Well Capitalized
For Capital Under Prompt Corrective
Actual Adequacy Purposes Action Provisions
Capital Capital Capital
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 2007:
Tier | Capital {to average
assets) £ 412,551 1220% § 101,485 300% 3 169,141 5.00%
Tier 1 Capital (to risk weighted
assets) 412,551 19.80 83,348 4.00 125,021 6.00
Total Capital {to risk weighted
assets) 435,892 20.92 166,695 8.00 208,369 10.00
As of December 31, 2006:
Tier 1 Capital (to average
assets) Po273,71 11.73 $ 70,027 3.00 $ 11672 5.00
Tier 1 Capital (to risk weighted
assets) 273,711 17.66 61,983 4.00 92,974 6.00
Total Capital (to risk weighted
assets) 291,079 18.78 123,965 8.00 154,956 10.00
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The Company’s capital at December 31, 2007 and 2006 for financial statement purposes was greater than the Tier 1
Capital amounts by $207.3 million and $6.7 million, respectively, due to the inclusion for regulatory capital
purposes of unrealized losses on securities available-for-sale, the accumulated other comprehensive loss adjustments
related to SFAS No. 158 and the exclusion of goodwill and other intangibles. The amounts in the above table are
for the Bank only.

15. INCOME TAXES

The Company files a consolidated federal income tax retumn. The Company uses the specific charge-off method for
computing bad debts. '

The provision for income taxes for the years ended December 31, 2007, 2006 and 2005 includes the following:

2007 2006 2005
Current federal taxes $ 5765 % 14,773 § 17,539
Current state and local taxes 418 46 1,234
Deferred federal and state taxes benefit {10,648) (12,497) (14,045)
Total $ (4,465) 3 2322 % 4,728

During 2007, the Company established the Foundation as described in Note 3, and contributed a total of $10.0
million. Under current federal income tax regulations, charitable contribution deductions are limited to 10% of
taxable income. Accordingly, the $10.0 million contribution created a carry forward for income tax purposes and a
deferred tax asset for financial statement purposes.
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Items that gave rise to significant portions of the deferred tax accounts, calculated at 35%, at December 31, 2007
and 2006, are as follows:

2007 2006
Deferred tax assets:
Reserve for bad debts 3 7601 § 5,668
Pension liabilities 7,446 6,485
Postretirement benefits 4,039 . 3,827
Available-for-sale securities — 1,343
Contribution carryforward 2,534 —
Purchase accounting 2,939 —
Deferred compensation 1,839 573
Lease accounting 527 514
Impairment of securities 417 —
State net operating loss carryover 1,277 1,012
Other 1,341 46
29,960 19,468
Less: Valuation Allowance (1,221) {1,003)
Total 28,739 18,465
Deferred tax liabilities: ,
Automobile leasing activities 783 4,449
Available-for-sale securities 3,889 —
Property 106 465
Intangibles 5,460 131
Prepaid expenses and deferred loan fees 1,522 1,055
Mortgage servicing rights 166 164
Other 328 247
Total 12,254 5,511
Net deferred tax asset 3 16,485 § 11,954

The Company adopted FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes, an interpretation
of FASB Statement No. 109” (“FIN 48”) on January 1, 2007. FIN 48 clarifies the accounting and reporting for
income taxgs where interpretation of the tax law may be uncertain. FIN 48 prescribes a comprehensive model for
the financial statement recognition, measurement, presentation and disclosure of income tax uncertainties with
respect to positions taken or expected to be taken in income tax returns. The initial adoption did not have a material
impact on the Company’s financial condition and results of operations. At the adoption date of January 1, 2007, the
Company had a liability for uncertain tax positions of 30.1 million, which represents the total amount of
unrecognized tax benefits that, if recognized, would affect the effective tax rate. The Company recognizes, when
applicable, interest and penalties related to unrecognized tax positions in the provision for income taxes in the
consolidated statement of income. As of January 1, 2007, the Company had approximately $0.04 million of accrued
interest and penalties, which were included in the liability for uncertain tax positions. The tax years 2004 through
2007 remain subject to examination by Federal, Pennsylvania, New Jersey and Philadelphia taxing authorities.
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The following table provides a reconciliation of the beginning and ending amounts of the Company’s unrecognized
tax benefits in 2007.

2007
Unrecognized tax benefits January 1, 2007 5 135
Increase/(Decrease) as a result of tax position taken in prior year —
Increase/(Decrease) as a result of tax position taken during the year —
Decreases realting to settlements with taxing authorities —
Reductions as a result of a lapse of applicable statute of limitation < (135)
Unrecognized tax benefits at December 31, 2007 $ —

A reconciliation of income tax computed at the statutory federal income tax rate to the expense included in the
consolidated statements of income is as follows:

2007 2006 2005 -
Tax at statutory rate $ (2,104) (35.00)% $ 4,881 35.00% § 6,275 35.00%
Increase (reduction) in taxes
resulting from:
Tax-exempt income T (1,003) (16.70) (957) (6.90) . {698) (3.90)
State and local income tax 272 4.50 30 0.20 802 4.50
Employee benefit programs 38 0.70 85 0.60 67 0.40 .
Federal income tax credits (1,681) {28.00) (1,586) (11.40) (1,528) (8.50)
Other 13 0.20 (131) {0.90) (190) {1.10)
Total _ $ (4,465)  (74.30)%" S 2,322 16.60% § 4,728 26.40%

(1) Not meaningful.

The Company believes that it is more likely than not that the deferred tax assets, net of a valuation allowance, will
be realized through taxable earnings or alternative tax strategies. The ultimate realization of deferred tax assets is
dependent upon the generation of future taxable income during periods in which those temporary differences
become deductible. Based on the level of historical taxable income and projections for future taxable income over
the periods in which the deferred tax assets are deductible; the Company believes the net deferred tax assets are
more likely than not to be realized. ’

Pursuant to SFAS No. 109, the Company is not required to provide deferred taxes on its tax loan loss reserve as of
December 31, 1987. The amount of this reserve on which no deferred taxes have been provided is approximately
$2.3 million, This reserve could be recognized as taxable income and create a current and/or deferred tax liability
using the income tax rates then in effect if one of the following occur: (1) the Company’s retained eamings
represented by this reserve are used for distributions in liquidation or for any other purpose other than to absorb
losses from bad debts; (2) the company fails to qualify as a Bank, as provided by the Internal Revenue Code; or (3)
there is a change in federal tax law. .

16. BENEFIT PLANS

The Bank has noncontributory defined benefit pension plans (“Plans™) covering most of its employees.
Additionally, the Company sponsors nonqualified supplemental employee retirement plans for certain participants.
The Bank also provides certain postretirement benefits to qualified retired employees. These postretirement benefits
principally pertain to certain health insurance coverage. Information relating to these employee benefits program
are included in the tables that follow.

During 2007, the Bank assumed sponsorship of Farmers & Mechanics Pension Plan (“FMS Plan”) in conjunction
with the FMS Financial merger as described in Note 1 and Note 3. As of December 31, 2007, the projected benefit
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obligation and fair value of asscts of the FMS Plan were $15.0 million and $12.1 million, respectively, and is
inciuded in the following data.

The following tables present a reconciliation of beginning and ending balances of benefit obligations and assets at
December 31, 2007 and 2006:

Postretirement
Pension Benefits Benefits
2007 2006 2007 2006

Change in Benefit Obligation '
10935 8 9,486

Benefit obligation at beginning of year $ 63,120 § 528l6 §
FMS Plan 16,332 — 3 644 —
Service cost 2,452 1,492 220 180
Interest cost 4110 3,501 686 621
Participants’ contributions — — 13 7
Actuarial (gain)/loss (2,773) 7,008 (187) 873

| Benefits paid (5,446) {1,697) {361) (232)
Benefit obligation at end of year $§ 77795 8§ 63,120 § 11950 $ 10935
Change in Assets
Fair value of assets at beginning of year $ 4448 3 40,676 § — 3 S
FMS Plan 15,572 — — —
Actual return: on assets 1,870 4,998 — —
Employer contribution 844 509 348 225
Participants’ contributions — — 13 7
Benefits paid (5,446) (1,697) (361) (232)
Fair value of assets at end of year $§ 57326 % 44486 3 — 8 —-

The following table presents a reconciliation of the funded status of the pension benefits at December 31, 2007 and

2006:

2007 2006
Projected benefit obligation $§ 77,795 % 63,120
Fair value of plan assets 57,326 44,486
Accrued pension costs $ 20469 § 18,634

Amounts recognized in accumulated other compreliensive income at December 31, 2007:

Pension Postretirement
Benefits Benefits
Net loss : $ 6,565 § . 1,063
Prior service cost 94 535
Transition obligation — 745

The Company’s total accumulated pension benefit obligations at December 31, 2007 and December 31, 2006 were
$54.4 million and $46.8 million, respectively.
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Significant assumptions as of December 31, 2007, 2006 and 2005 are as follows:

Pension Benefits Postretirement Benefits _
2007 2006 .2005 2007 2006 2005
Discount rate for periodic pension cost 6.00% 6.75% 6.75% 6.00% 675% 6.75%
Discount rate for benefit obligation 6.50% 6.00% 6.75% 6.50% 6.00% 675%
Rate of increase in compensation levels and '
social security wage base " 5.50% 5.50% 5.50%
Expected long-term rate of return on plan
assets 8.00% 8.00% 8.00%
The components of net pension cost are as follows:
Pension Benefits Postretirement Benefits
2007 - 2006 2005 2007 2006 2005
Component of Net Periodic Benefit Cost
Service cost $ 2435 % 1,491 § 1409 % 260 § 180 § 181
Interest cost 4,128 3,501 3,305 647 621 620
Expected return on assets (3,998) (3,186) (3,193) -— — —
Amortization of transition obligation — — — 164 164 164
Amortization of prior service cost 36 36 36 187 188 188
Recognized net actuarial loss 425 111 91 68 — 34
Net periodic pension cost $ 3026 $ 1953 § 1,648 $ 1,326 § 1,153 § 1,187

For benefit obligation measurement purposes, the annual rate of increase in the per capita cost of postretlrement
health care costs was: before age 65 - 2007, rates decrease from 10.0 percent to 6.0 percent for 2011 and remain
level thereafter, and after age 65 - 2007 rates decrease from 12.0 percent to 6.0 percent for 2013 and remain level
thereafter,

The impact of a 1.0% 1ncrease and decrease in assumed health care cost trend for each future year would be as
follows:

1.0% Increase 1.0% Decrease
Accumulated postretirement benefit obligation . o $ 292, b 327
Service and interest cost _ ‘ 31 (29

The estimated net loss and prior service costs for the pension beniefits that will be amomred ‘from accumulated other
comprehensive income into net periodic pension costs over the next fiscal year are $0.1 million and $0.05 million,
respectively. The estimated transition, net loss and prior service cost for postretirement benefits that will be
amortized from accumulated other comprehensive income into periodic pension cost over the next fiscal year are
$0.2 million, $0.04 million and $0.2 million, respectively.
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Future benefit payments for all pension and post retirement plans are estimated to be paid as follows:

Pension Benefits ) B Post Retirement Benefits
2008 $. 2,463 2008 3 428
2009 2,628 2009 480
2010 2,786 ‘ 2010 553
2011 2,971 2011 624
2012 3,129 2012 680
2013-2017 23.673 2013-2017 4,460

The weighted-average asset allocations of the Plans at December 31, 2007 and 2006, by asset category are as
follows:

Plan Assets
at December 31, Target Asset
: 2007 2006 Allocation
Equity securities 75% 72% 70% - 80%
Cash and fixed income securities 25% _28% 20% - 30%
Total 100% ﬂ(}_%

The Plans invest in various securities including U.S. government securities, corporate debt instruments, mortgage-
backed securities, common stocks and mutual funds. Plan assets are managed in accordance with investment
guidelines approved by the Board of Directors, Expected future rates of return are determined by management
based on factors such as asset allocation and actual retumns over time,

The Company’s funding policy is to contribute annually an amount, as determined by consulting actuaries and
approved by the Board of Directors, which can be deducted for federal income tax purposes. In 2007 and 2006,
$0.5 million and $0.3 million, respectively, was contributed to the Plans under the Bank’s funding policy. For 2008,
the Bank expects to contribute $0.9 million to the Plans.

The Company also maintains contributory savings plans (401(k) plans) covering substantially all of its employees.
The Company may make contributions out of current or retained eamings. The Company made contributions of
$0.4 million, $0.3 million and $0.2 million in 2007, 2006 and 2003, respectively.

During 2005, the Company adopted FASB Staff Position FAS 106-2 relating to the Medicare Prescription Drug,
Improvement, and Modernization Act of 2003 {the “Act™). The Act established a prescription drug benefit under
Medicare, known as “Medicare Part D™ and a federal subsidy to sponsors of retiree health care benefit plans that
provide a benefit that is at least actuarially equivalent to Medicare Part D. The benefit obligation was measured at
December 31, 2605 to reflect the effects of the Act, which resulted in a reduction of the Company’s benefit
obligation of $0.9 million.

The Company provides life insurance benefits to eligible employees under an endorsement split-dollar life insurance
program. At December 31, 2007 and 2006, $11.7 million and $10.4 million, respectively, in cash surrender value
relating to this program was recognized in Other Assets in the consolidated statements of financial condition.

17.  EMPLOYEE STOCK OWNERSHIP PLAN

In connection with the Company’s initial public offering, the Bank implemented an Employee Stock Ownership
Plan (“ESOP”)}, which provides retirement benefits for substantially all full-time employees who were employed at
the date of the initial public offering and are at least twenty-one years of age. Other salaried employees will be
eligible after they have completed one year of service and have attained the age of 21. The Company makes annual
contributions to the ESOP equal to the ESOP’s debt service or equal to the debt service less the dividends received
by the ESOP on unallocated shares. The ESOP purchased 3,224,772 shares of Company common stock in the
Company’s minority offering using funds provided by a loan from the Company and the cost of those shares is
accordingly shown as a reduction of stockholders’ equity,
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At December 31, 2007, shares allocated and committed to be released were 161,239. ESOP shares that were
unallocated totaled 2,902,295 and had a fair market value of $28.2 million at that date. ESOP compensation
expense for the year ended December 31, 2007 was $1.6 million, representing the fair market value of shares
allocated or committed to be released during the year,

18. REDUCTION IN FORCE

On October 12, 2007, the Company announced that its Board of Directors had approved plans to reduce the Bank’s
workforce in an effort to restructure the Bank’s management team and workforce. In connection with taking these
steps, the Board of Directors approved severance plans, including the adoption of the Severance Pay Plan for
Eligible Employees of the Bank, pursuant to which employees terminated as result of the reduction in force received
certain severance benefits. The termination of employees and payment of benefits under the severance agreements
resulted in $3.9 million of charges during the fourth quarter of 2007, consisting of the payment to or accrual of
severance benefits for 40 employees. At December 31, 2007, $3.0 million of the reduction in force charge was
unpaid. In the first quarter ended in 2008, $2.9 million of the remaining $3.0 million at December 31, 2007 was
paid. The reduction in force costs are classified within salary and employee benefits expense on the consolidated
statement of operations. : -

19. COMMITMENTS AND CONTINGENCIES

The Company leases a number of offices in its regular operations. Rental expense under such leascs aggregated
$4.3 million, $4.1 million and $4.0 million for the years ended December 31, 2007, 2006 and 2003, respectively. At
December 31, 2007, the Company was committed under noncancelable operating lease agreements for minimum
rental payments to lessors as follows: :

2008 ' ) ) $ 4,641
2009 4,685
2010 o 4,601
2011 2,880
2012 2,219
Thereafter - 16,612

§ 3563

In the normal course of business, there are various outstanding commitments and contingent liabilities, such as
commitments to extend credit, which are not reflected in the consolidated financial statements. The Company has
established specific reserves related to these commitments and contingencies that are not material to the Company.

At December 31, 2007 and 2006, the Company had outstanding commitments to purchase or make loans
aggregating approximately $69.0 million and’ $55.1 ‘million, respectively and commitments to customers on
available lines of credit of $132.9 million and $58.3 million, respectively at competitive rates, Commitments are
issued in accordance with the same policies and underwriting procedures as settled loans. We have a reserve for our
commitments and contingencies of $.05 million and $0 at year end December 31, 2007 and 2006, respectively.

Periodically, there have been various claims and lawsuits against us, such as claims to enforce liens, condemnation
proceedings on properties in which we hold security interests, claims involving the making and servicing of real
property loans and other issues incident to our business. We are not a party to any pending legal proceedings that
we believe would have a material adverse effect on our financial condition, results of operations or cash flows.

The Company is a member of the VISA USA Network. On October 3, 2007, Visa announced it had completed
restructuring transactions in preparation for its initial public offering (“IPO”) expected to occur in the first quarter of
2008. As part of the restructuring, the Company’s indemnification obligation was modified to include only certain
known litigation as of the date of restructuring. This modification triggered a requirement to fair value the
indemnification obligation in accordance with FIN 45 “Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Othiers” (“FIN 45”). The Company determined that
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its potential indemnification obligations based on its’ proportlonate share of ownership in VISA USA is not material
at December 31, 2007, - .

20. INTEREST RATE RISK

Interest rate risk refers to potential changes in net income and the economic value of equity resulting from changes
in interest rates, product spreads and mismatches in the repricing between interest rate sensitive assets and liabilities.
The goal of the Company’s interest rate risk management is to monitor, limit and contro! the effects of these changes
on the Company’s earnings and economic value.

The Company also monitors interest rate risk by utilizing a model that analyzes net income at risk and economic
value of equity. The economic value of equity analysis measures the effect on the balance sheet of gradual shifts in
interest rate risks in either direction. The net income at risk.analysis simulates the effect on the income statement of
gradual increases and decreases in market rates over the next twelve months. These results are compared to the
results obtained in a flat interest rate scenario. The Company’s interest rate risk policy indicates that the level of
interest rate risk is unacceptable if the immediate 200 basis point change would result in the loss of 30% or more of
the economic value of equity or the gradual change in interest rates results in a loss of 20% or more of the value of
forecasted net income.,

At December 31, 2007 and 2006, the Company had average interest-earning assets of approximately $2.7 billion and
$2.3 billion, respectively, having a weighted average yield of 5.96% and 5.67%, respectively, and average interest-
bearing liabilities of approximately. $2.2 billion and $2.0 billion, respectively with a weighted average cost of 3.21%
and 2.60%, respectively. The Company’s assets that earned interest at fixed and vanable interest rates were funded
primarily with liabilities that have interest rates that are fixed.

The results at December 31, 2007 and 2006 indicate an acceptable level of risk, The net interest income at risk
results indicate a slightly asset sensitive profile, which provides net interest margin benefits in rising rate scenarios.
The economic value at risk remains limited in magnitude and indicates potential moderate exposures in increasing
rate environments.

21. DERIVATIVE FINANCIAL INSTRUMENTS

The Company had no derivative instruments outstanding at December 31, 2007. The Company’s derivative
instruments outstanding at December 31,.2006 included commitments to fund loans available-for-sale and forward
loan sale agreements. The Company otiginates single-family residential loans for sale pursuant to a program with
FNMA. At the time the interest rate is locked in by the borrower, the Company concurrently enters into a forward
loan sale agreement with respect to the sale of such loan at a set price in an effort to manage the interest rate risk
inherent in the locked loan commitment. Any change in the fair value of the loan commitment after the borrower
locks in the interest rate is substantially offset by the corresponding change in the fair value of the forward loan sale
agreement related to such loan.. The period from the time the borrower locks in the interest rate to the time the Bank
funds the loan and sells it to FNMA is generally within 60 days.

At December 31, 2007 and 2006, the Company had $0 and $0.03 million, respectively, of loan commitments
outstanding related to loans being originated” for sale of which all were subject to interest rate locks. Also, at
December 31, 2007 and 2006, the Company had entered into $0 and $0.03 million, respectively, of forward loan sale
agreements related to loan commitments with interest rate locks. The Company concluded that the fair value of
these derivative instruments involving loan commitments was not material to the consolidated statements of the
financial condition and operations of the Company as of and for the years ended December 31, 2007 and 2006.
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22, FAIR VALUE OF FINANCIAL INSTRUMENTS

The estimated fair values of the Company’s financial instruments have been determined by the Company using
available market information and appropriate valuation methodologies. However, considerable judgment is required
to interpret market data to develop the estimates of fair value. Accordingly, the estimates presented herein are not
necessarily indicative of the amounts the Company could realize in a current market exchange. The use of different
market assumptions and/or estimation methodologies may have'a material effect on the estimated fair value
amounts.

2007 - 2006
Estimated . Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
Assets:
Cash and cash equivalents $ 53,545 3 53,545 % 20,572 § 20,572
Investment securities 1,085,377 1,097,638 479,343 473,644
Loans - net 2,120,922 2,126,821 1,671,457 1,646,826
Liabilities:
Checking deposits 618,953 618,953 242,817 242 817
Money market and savings accounts 790,497 790,497 531,153 531,153
Time deposits 1,042,302 1,050,573 893,906 898,368
Borrowed funds 407,122 415,493 294,896 294,230

Cash and Cash Equivalents - For cash and cash equivalents, the carrying amount is a reasonable estimate of fair
value. '

Investments - The fair value of investment securities, mortgage-backed sccurities and collateralized mortgage
obligations is based on quoted market prices, dealer quotes, and prices obtained from independent pricing services.
The fair value of Federal Home Loan Bank stock is not determinable since there is no active market for the stock.

Loans Receivable - The fair value of loans is estimated using national or regional average lending rates. The source
of the rates varies by product. FNMA rates are used for residential lending, the Federal Reserve Bank E2 release
rates are used for commercial lending, and BankRate Monitor rates are used for consumer lending. These rates are
not further adjusted for credit risk. Management believes that the risk factor embedded in the entry-value interest
rates result in a fair valuation of loans.

Checking and Money Market Deposits, Savings Accounts, and Time Deposits - The fair value of checking and
money market deposits and savings accounts is the amount reported in the consolidated financial statements. The
fair vatue of time deposits is based on a present value estimate using rates currently offered for deposits of similar
remaining maturity. '

Borrowed Funds - The fair value of borrowed funds is based on a present value estimate using rates currently
offered.

Commitments to Extend Credit and Letters of Credit - The majority of the Company’s commitments to extend
credit and letters of credit carry current market interest rates if converted to loans. Because commitments to extend
credit and letters of credit are generally unassignable by either the Company or the borrower, they only have value
to the Company and the borrower. The estimated fair value approximates.the recorded deferred fee amounts, which
are not significant.

The fair value estimates presented herein are based on pertinent information available to management as of

December 31, 2007 and 2006. Although management is not aware of any factors that would significantly affect the
estimated fair value amounts, such amounts have not been comprehensively revalued for purposes of these

67




consolidated financial statements since December 31, 2007 and 2006, and therefore, current estimates of fair value
may differ significantly from the amounts presented herein.

23. VARIABLE INTEREST ENTITIES

The Company is involved with various entities in the normal course of business that may be deemed to be Variable
Interest Entities (“VIE”)., The Company has consolidated two VIE’s, one in 2005 and another in 2007, for which
the Company was determined to be the primary beneficiary.

At December 31, 2007 and 2006, the aggregate assets and liabilities of the VIEs that the Company consolidated in
the financial statements are as follows: -

Consolidated VIEs-Primary Beneficiary

Aggrepate Apgregate
Assets Liabilities
December 31, 2007
Affordable housing projects $ 11,566 3 6,266
December 31, 2006
Affordable housing projects 8 7,910 3 2,924

The Company makes certain equity investments in various limited partnerships that sponsor affordable housing
projects utilizing the Low Income Housing Tax Credit pursuant to Section 42 of the Internal Revenue Code. The
purpose of these investments is to achieve a satisfactory return on capital, to facilitate affordable housing project
offerings and to assist the Company in achieving goals associated with the Community Reinvestment Act. The
primary activities of the limited partnerships‘include the identification, development and operation of housing that is
leased to qualifying residential tenants. Generally, these types of investments are funded through a combination of
debt and equity. The Company consolidated two partnerships in 2007 and one in 2005 for which it owns the
majority of limited partnership interests. As a limited partner, the Company’s credit and investment are protected
from any liabilities that occur within the low income housing operations.

The Company also holds interests in other VIEs that have not been consolidated because the Company is not
considered the primary beneficiary. The Company’s total investment in these VIEs was $5.7 million and $3.8
million as of 2007 and 2006, respectively, which are accounted for under the equity or cost methods of accounting
as applicable to the individual investments. These investments were included in Other Assets in the consolidated
statements of financial condition.

24. RELATED PARTY TRANSACTIONS

At December 31, 2007 and 2006, certain directors, executive officers, principal holders of the Company’s common
stock, associates of such persons, and affiliated companies of such persons were indebted, including undrawn
commitments to lend, to the Bank in the aggregate amount of $0.4 million and $0.6 million, respectively.

Commitments to lend to related parties as of Decermnber 31, 2007 and 2006 were comprised of 30 and $0.6 million,
respectively, to directors and $0.01 million and $0.03 million, respectively, to executive officers. The commitments
are in the form of loans and guarantees for various business and personal interests. This indebtedness was incurred
in the ordinary course of business on substantially the same terms, including interest rate and collateral, as those
prevailing at the time of comparable transactions with unrelated parties. This indebtedness does not involve more
than the normal risk of repayment or present other unfavorable features.

None of the Company’s affiliates, officers, directors or employees has an interest in or receives renumeration from
any special purpose entitics or qualified special purpose entities which the Company transacts business.
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The Company maintains a written policy and procedures covering related party transactions. These procedures
cover transactions such as employee-stock purchase loans, personal lines of credit, residential secured loans,
overdrafis, letter of credit and increases in indebtedness. Such transactions are subject to the Bank’s normal
underwriting and approval procedures. Prior to the loan closing, the Bank’s Senior Loan Committee must approve
and determine whether the transaction requires approval from or a post notification be sent to the Company’s Board
of Directors. '

25, PARENT COMPANY FINANCIAL INFORMATION
Beneficial Mutual Bancerp, Inc.

CONDENSED STATEMENTS OF FINANCIAL CONDITION - PARENT COMPANY ONLY
(Dollars in thousands, except per share amounts)

December 31,
2007 2006
ASSETS
Cash on deposit at the Bank §. 4491 $ 4,547
Interest-bearing deposit at the Bank 44,960 —
Interest-bearing deposits at non-affiliated banks 107 100
[nvestment in the Bank 562,569 268,469
[nvestment in Statutory Trust 774 —
Investment securities available-for-sale 11,698 7,639
Loan Receivable from the Bank (interest earning) 15,500 —
Receivable from the Bank 288 —
Accrued Interest from the Bank ' 186 —
Deferred Income Taxes 3,147 —_
Other assets 1,480 35
TOTAL ASSETS $ 645200 S 280,790
LIABILITIES AND SHAREHOLDERS® EQUITY '
LIABILITIES:
Payable to the Bank — 1
Accrued and other liabilities 68 374
Accrued Interest Payable 71 —
Statutory Trust Debenture 25,264 —
Total liabilities 25,403 375
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY
Preferred Stock - $.01 par value; 100,000,000 shares authorized, none
issued or outstanding as of December 31, 2007; none authorized
issued or outstanding as of December 31, 2006
Common Stock - $.01 par value 300,000,000 shares authorized,
82,264,600 shares issued and outstanding as of December 31, 2007,
$1.00 par value 100,000 shares authorized, 100 shares issued and _
outstanding as of December 31, 2006 823 —
Additional paid-in capital 360,126 —
Unearned common stock held by employee stock ownership plan (30,635) —
Retained earnings 291,360 293,157
Accumulated other comprehensive loss (1,877) (12,742)
Total stockholders’ equity ‘ 619,797 280,415
TOTAL LIABILITIES AND STOCKHOLDERS® EQUITY . $ 645200 8§ 280,790
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Beneficial Mutual Bancorp, Inc.
CONDENSED STATEMENTS OF OPERATIONS - PARENT COMPANY ONLY
(Dollars in thousands, except per share amounts) .

December 31,
2007 2006 2005
INCOME

Dividends from the Bank 5 — $ 7368 § 1,000
Interest on interest-bearing deposits with the Bank o - 271 — —
Interest from non-affilated banks 4 4 1
Interest and dividends on investment securities : 245 49 52
Interest on loan to the Bank ’ 186 — —
Realized gain/(oss) on securities available-for-sale ‘ v (913) 57 77
Other income 26 — —_
Total income (183) 7,364 1,130

EXPENSES
Expenses paid to the Bank 4 12 11
Interest expense . 876 — —
Charitable contributions 10,000 5 —
Other expenses 546 11 12
Total expenses 11,426 28 23

{Loss) income before income tax benefit and equity in

undistributed net income of affiliates . - (11,609) 7,392 1,153
Income tax (benefit) expense 3,695 31) 32
Equity in undistributed net income of the Bank 6,369 4,258 12,125
Net (loss) income $ (1,545) § 11,625 %3 13200
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Beneficial Mutual Bancorp, Inc.
CONDENSED STATEMENTS OF CASH FLOWS - PARENT COMPANY ONLY
(Dollars in thousands, except per share amounts) ' '

December 31,
2007 2006 2005
QOPERATING ACTIVITIES:
Net income (loss) $ (1,545) § 11,625 § 13,200
Adjustments to reconcile net income/(loss) to net cash provided by
operating activities: .
Contribution of stock to The Beneficial Foundation 9,491 — —
Equity in undistributed net earnings of subsidiaries (6,369) (4,258) (12,125)
Investment securities (gains) losses 277) 57 N
Impairment on equity securities 1,192 — —.
Accrued interest receivable 1,496 4) —
Accrued interest payable : : . (74) — —
Net intercompany transactions 968 — —
Amortization of debt 8 — —
Deferred income taxes (2,948) — _
Changes in assets and liabilities that provided (used) cash:
Other liabilities 68 (62) 16
Other assets ‘ {426y (29) —
Net cash provided by operating activities 1,584 7.329 1,014
INVESTING ACTIVITIES:
Dividends of investment securities from the Bank (3,768)
Purchases of investment securities available-for-sale (9,431) 436 335
Proceeds from sales and maturities of investment securities
available-for-sale 5,577 (508) (380)
Net change in money market account balance (1,896)
Cash paid in business combination (62,913)
Investment in the Bank (77,888)
Advance to the Bank (10,000}
Net cash used in investing activities (156,551) (3,840) {45)
FINANCING ACTIVITIES:
Cash proceeds from stock offering 232,379 — —
Cash dividends ’ (252) — —
Loan to employee stock ownership plan (32,248) — —
Net cash used in financing activities 199,879 — —
NET INCREASE IN CASH AND CASH EQUIVALENTS 44,912 3,489 969
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 4,647 1,158 89
CASH AND CASH EQUIVALENTS, END OF YEAR $ 49,559 § 4647 $ 1,158
71
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26. CONSOLIDATED SUMMARY OF QUARTERLY EARNINGS (UNAUDITED)

(Dollars in thousands, except per share amounts)
The following table presents summarized quarterly data for 2007 and 2006

Ist 2nd 3rd 4th Total
2007 ) Quarter- Quarter Quarter Quarter Year
Total interest incorne $ 31381 § 32208 § 46511 § 47,793 §$ 157,894
Total interest expense 15,994 15,682 20,393 21,705 73,774
Net interest income 15,387 16,526 26,118 26,088 84,120
Provision for loan losses 300 — — 2,170 2,470
Net interest income after provision for loan
losses 15,087 16,526 26,118 23,918 81,650
Total non-interest income 2,844 2,690 3,779 4,058 13,372
Total non-interest expense 15,982 17,080 35411 32,559 101,032
(Loss) income before income taxes 1,949 2,136 (5,514) (4,583) (6,010)
Income tax (benefit) expense 200 225 (475) {4,415) {4,465)
Net (loss) income $ 1,749 § 1911 § (5039) 3 (168} 5 (1,545)
Basic and diluted earnings per common
share (1) - 3 003 § 003 $§ (0.08) § (0.0O)Y § (0.03)
st 2nd 3rd 4th Total
2006 Quarter Quarter ~ Quarter Quarter Year
Total interest income $ 30,491 § 31,323 § 32476 $§ 33,037 $ 127326
Total interest expense 14,416 15,243 16,464 16,773 62,896
Net interest income 16,075 16,080 16,012 16,264 64,430
Provision for loan losses 600 600 375 — 1,575
Net interest income after provision for loan
losses 15,475 15,480 15,637 16,264 62,855
Total non-interest income 3,068 2,442 2,435 2,586 10,531
Total non-interest expense 14,846 14,907 14,588 15,098 59,439
Income before income taxes 3,697 3,015 3,484 3,752 13,947
Income tax expense 927 576 302 317 2,322
Net income $ 2770 % 2439 § 2982 § 3435 § 11,625
Basic and diluted earnings per common ‘ :
share (1) $ 0.06 $ 0405 3§ 007 § 008 3% 0.25

(1) EPS is computed independently for each period. The sum of the individual quarters may not be equal to the
annual EPS.
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INVESTOR AND CORPORATE INFORMATION
Market for Common Equity and Related Stockholder Matters

The Company’s common stock is listed on the Nasdaq Global Select Market (“Nasdaq™) under the trading symbol
“BNCL.” The following table sets forth the high and low sales prices of the Company’s common stock from July
16, 2007, the first day of trading of the Company’s common stock, through December 31, 2007, as reported by
Nasdag. The Company has not paid any dividends to its stockholders to date. As of March 21, 2008, the Company
had approximately 3,111 holders of record of common stock.

2007: High Low
First QUATET......cvveeereerecrrmenrcemstsirinaninnns N/A N/A
Second QUArter ......cooverirmerinirmsrirensesiennens N/A N/A
Third QUATET ..o $ 9.75 $8.70
Fourth QUArer .........cocurervrervmerimresinsenenes $10.02 £9.29
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Stock Performance Graph

The following graph compares the cumulative total return of the Company’s common stock with the cumulative
total return of the SNL Mid-Atlantic Thrift Index and the Index for the Nasdaq Stock Market (U.S. Companies, all
Standard Industrial Classification (“SIC”)). The graph assumes $100 was invested on July 16, 2007, the first day of
trading of the Company’s common stock. Cumulative total return assumes reinvestment of all dividends.
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Peried Ending
Index 07/16/07 07/31/07 08/31/07 09/30/07 10/31/07 11/30/07 12/31/07 .
Beneficial Mutual Bancorp, Inc. $100.00 $99.67 $103.15 $105.86 §104.34 $105.86 $105.54
NASDAQ Composite Index 100.00 94.40 96.26 100.15 106.00 98.65 98.33
SNL Mid-Atlantic Thrift Index 100.00 93.91 101.01 102.71 99.42 0398 90.79
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